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 ...TodayThe City of Tomorrow... 

December 4, 2006 
 
 
Dear Honorable Mayor and City Council Members: 
 
The Comprehensive Annual Financial Report (CAFR) for the City of Troy, Michigan for the year 
ended June 30, 2006 is hereby submitted.  The report represents a comprehensive and detailed 
picture of our financial transactions during fiscal year 2005/06 and the financial condition of the 
various funds as of fiscal year end.  This report was prepared by a team of City staff led by John M. 
Lamerato, Assistant City Manager/Finance and Administration.  City of Troy staff is responsible for 
the accuracy of data and completeness and fairness of the presentation, including all disclosures. 
 
In 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34, which 
significantly changed the contents and format of municipal financial statements.  GASB Statement 
No. 34 (GASB No. 34) was developed to promote comparability between various units of 
government and to demonstrate the operational, as well as the fiscal, accountability of each 
municipality.  Prior to GASB No. 34, municipalities reported only on the fund basis.  This 
demonstrated to the financial statement user that the municipality met its responsibility to the public 
and all legal requirements in the short term, usually a year or a budget cycle.  With the adoption of 
GASB No. 34, a municipality must also include full accrual government-wide financial statements.  
The purpose of these statements is to demonstrate the operational accountability of the municipality.  
Operational accountability refers to the government’s responsibility to assure that it is currently 
meeting, and can continue to meet, operational objectives into the foreseeable future.  The 
accompanying report is in compliance with the format requirements of GASB 34. 
 
A Management’s Discussion and Analysis Report (MD&A), as well as entity-wide, full accrual 
financial statements have been added to the front of the financial statement section.  The fund 
statements have been altered to provide reporting under the “Major/Non-major Fund” concept.  
Reconciliation between the two presentations is included and the note disclosures have been 
expanded to provide appropriate information on both the entity-wide and fund financial statements. 
 
The information presented is accurate in all material respects.  Financial data presented is designed 
to provide the reader with information to assist in determining both the long-term fiscal health of the 
City of Troy and the City of Troy’s ability to meet obligations on a short-term basis. 
 
As required by Generally Accepted Accounting Principles (GAAP), these financial statements 
present the City of Troy and related component units.  The individual component units are included 
in the City of Troy’s reporting entity because of the significance of their operational or financial 
relationships with the City of Troy. 
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The financial reporting entity includes all of the primary government (the City of Troy as legally 
defined).  The criteria used in determining the reporting entity are consistent with current GAAP 
guidelines.  Based on these criteria, the various funds of the City are shown in the table of contents 
and are included in this report.  We have addressed all component units. 
 
The City of Troy was incorporated in 1955 and has always operated under the Council-Manager 
form of government.  The Mayor and six members of the City Council are elected to staggered four-
year terms.   
 
The City Manager is appointed by a majority vote of the City Council and is responsible for all 
administrative functions.  The City provides a full range of municipal services, including police, fire, 
water distribution, wastewater collection, street maintenance, public improvements, planning, 
zoning, recreation and general administration.   
 
The CAFR was prepared to meet the needs of a broad spectrum of financial statement readers and 
is divided into the following major sections: 
 

 Introductory Section 
 
Here is an introduction to the City of Troy and to this report.  Included are: this transmittal letter  
with continuing disclosure reporting enhancements, the City’s organizational  chart, a list of  
principal officials, and a fund organization chart. 
 

 Financial Section  
 
The independent auditor’s report, MD&A letter, government-wide financial statements, combined 
fund financial statements, component unit financial statements and notes to the financial statements 
are included here.  These are the City’s basic financial statements and provide an overview for 
readers who require less detailed information than is contained in the balance of this report. 
  

 Required Supplemental Information 
 
This section contains schedules showing the funding progress of both the Employees’  
Retirement System and the Incentive Plan for Volunteer Firefighters. 
  

 Statistical Section  
 
Although this section contains substantial financial data, these schedules differ from  
financial statements in that they present some non-accounting data, cover more than the  
current year, and are designed to reflect social and economic data, financial trends, and the  
fiscal capabilities of the City. 
 

 Single Audit Section  
 
The City of Troy is required to undergo an annual single audit in conformity with the  
provisions of the Single Audit Act Amendments of 1996 and the U.S. Office of Management  
and Budget’s Circular A-133, Audits of States, Local Governments and Non-Profit  
Organizations.   
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Information related to this single audit, including a schedule of expenditures of federal awards, the 
independent auditor’s reports on internal controls and compliance with applicable laws and 
regulations, and a schedule of findings and questioned costs are included in the single audit section 
of this report.  
 
Economic Condition  
and Outlook 
 
The economic condition of the City of Troy has remained fairly steady during these difficult times.  
Our unemployment rate is well below the state average. 
 
 1990 2000 July 2006

Troy 3.5% 1.6% 4.9% 
Metro Area* 7.6% 4.3% 7.2% 
Michigan 7.6% 3.6% 6.7% 
National 5.5% 4.0% 5.1% 
    
*The Metro Area includes Lapeer, Macomb, Monroe, Oakland, St. Clair and Wayne Counties 

 
The growth in taxable value has slowed in recent years compared to the 1990s, which is expected of 
a more mature community.  In 1990, our taxable value was $2,931,850,960.  By December 31, 
2005, that value had grown to $5,264,351,550, an increase of 79.6 percent.  In Michigan, only the 
City of Detroit has a higher taxable value than the City of Troy.  The Southeast Michigan Council of 
Governments (SEMCOG) estimates that Troy will experience employment and population increases 
well into the next century.  However, in this era of competition for business retention and attraction, 
we need to advance a preferred future in which residents and businesses continue to aspire to 
locate here. 
 
Other significant economic events occurring during the fiscal year include the following major 
initiatives, which more often than not span several years: 
 

 AM Radio Station 
 
The City of Troy received a grant from the Office of Homeland Security that was used to purchase 
an AM radio station.  Features include a 15-minute programming loop and access via the telephone 
for emergency updates.  Staff is currently working on program development. 
 

 Big Beaver Corridor Study 
 
The Troy City Council, Planning Commission and Downtown Development Authority have approved 
and accepted the vision and recommendations of the Big Beaver corridor study, including the six 
key concepts: 1) Gateways, districts and transitions; 2) Trees and landscape as ceilings and walls; 
3) Walking becomes entertainment (much to observe and engage in); 4) Mixing the uses turns on 
the lights (energetic dynamic of mixed uses with a focus on residential); 5) The automobile and 
parking are no longer #1; and 6) Civic art as the wise sage of the boulevard. 
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The Planning Commission will expedite development of an overlay district on Big Beaver, with the 
zoning ordinance changes used as a control mechanism to allow for the implementation of the 
study.  Use of the overlay district will be an interim measure until the new master plan and zoning 
ordinance have been developed and approved, which will take approximately two years. 
 

 Futures Process 
 
The co-chairs of the Futures Committee submitted the final draft Futures report to City staff on 
October 18, 2006.  City staff will develop the draft into the final product for publication. 
 

 Transit Center 
 
The City is currently soliciting statements of qualifications via MiTN for "conceptual and preliminary 
engineering/design services for an intermodal transit facility."  The statements of qualifications are 
due on November 10, 2006.  The expectation is to have a firm on board in early 2007, and have the 
design work completed by summer 2007.   
 

 Wireless Oakland 
 
Due to the County’s struggles in working out the kinks of the project, Wireless Oakland will suffer a 
start up delay of between six and eight months.  The seven pilot communities, of which Troy is one, 
are expected to be up and running by the end of the year. 
 
The Wireless Oakland project will provide infrastructure space through local municipalities that are 
participating in the program, and no county funding is involved in building the system, which will 
include all Oakland County communities, encompassing 910 square miles. The project will provide 
free basic wireless Internet access across the county when complete. Consumers will have to pay a 
fee to receive high-speed wireless Internet service in the county after the project is finished. 
 
Department Feature -  
Building and Zoning 
 
The City of Troy Building Department consists of a staff of 21 full-time and 2 part-time employees 
performing duties, dedicated to protecting the health, safety and welfare of all people within the City 
of Troy.  The Building Inspection Department serves the community in many different ways.  They 
enforce 30 different chapters of the Troy City Code, including building codes, property maintenance, 
signs, litter, zoning, nuisance and others. 
 
The primary function of the department is to review plans, issue permits and conduct inspections for 
private construction activity within the city.  In calendar year 2005, the department issued over 2,000 
building permits for various projects within the city; this includes over 1,100 permits for residential 
construction and nearly 900 permits for non-residential work.  This work constituted over 
$134,000,000 worth of construction in the City of Troy for that year.  In addition to these building 
permits another 11,400 permits were issued for mechanical, electrical, and plumbing work.  All told, 
the department issued nearly 13,400 permits in 2005. 
 
Issuance of permits is only one part of the construction process that the Building Department 
oversees.  Once construction begins the inspection staff takes over the bulk of the work.  In calendar 
year 2005, the department ensured that the work in the field was done in compliance with approved 
plans and permits by making nearly 30,000 inspections.   
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Department inspectors average over 15 inspections per day for each member of the construction 
inspection staff.  All staff involved in this area are registered with the State of Michigan as inspectors 
in one or more trade categories.  Many are also state licensed contractors for the trades that they 
inspect. 
 
In addition to the work performed by the department regarding construction projects, a good portion 
of the work is activity to ensure the maintenance of existing buildings and property.  This activity 
primarily falls to the Housing and Zoning Division.  Two full-time and two part-time code enforcement 
inspectors perform apartment inspections, and enforce the property maintenance code and other 
nuisance codes.  In 2005 these employees performed over 8,000 inspections on existing buildings 
and sites within the city.   
 
A good portion of their work is spent issuing violation notices, performing follow-up inspections and 
where necessary preparing court action and testifying in the District Court regarding violations.  
Housing and Zoning also reviews plans for sign permits, issues sign permits, and inspects all signs 
in the City.  They also enforce the zoning, noise, junk vehicle, and litter regulations.   
 
The heart of the Building Department is its clerical staff.  Five account clerks, supervised by one 
secretary, handle all the paperwork that makes the department run effectively.  Processing permit 
requests, inspection reports, violations notices, and other correspondence generates over 100,000 
individual items each year.  These must be processed, recorded and filed by the clerical staff as part 
of their daily duties.  Numerous requests for public information either in person at our offices or by 
formal FOIA request are able to be fulfilled easily by efficient record processing of the clerical staff.  
This staff is also the “public face” of the department being the first line of contact with the public 
whether in person at the service counter or by processing inquiries made by phone. 
  
Additionally, the Building Inspection Department is responsible for staff support to the Board of 
Zoning Appeals and the Building Code Board of Appeals.  This includes all correspondence, public 
hearing notices, agenda and minutes preparation.  In addition, Building Inspection prepares agenda 
items for City Council where their deliberations are required on matters affecting building and zoning 
issues.  The department also provides technical assistance to both the Historical District 
Commission and the Committee for Persons with Disabilities. 
 
Members of the Building Inspection Department staff are considered leaders in their fields.  They 
serve as officers on boards of directors, and have committee appointments to numerous 
organizations on the local, state and national levels.  Staff members provide training and education 
to other inspectors in the area resulting in thousands of contact hours of training opportunities each 
year.  
 
Financial  
Information 
 
Management of the City is responsible for establishing and maintaining an internal control structure 
designed to ensure that the assets of the City are protected from loss, theft, or misuse and to ensure 
that adequate accounting data are compiled to allow for the preparation of financial statements in 
conformity with generally accepted accounting principles.  The internal control structure is designed 
to provide reasonable, but not absolute, assurance that these objectives are met. 
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The concept of reasonable assurance recognizes that:  1) The cost of a control should not exceed 
the benefits likely to be derived; and 2) The valuation of costs and benefits requires estimates and 
judgments by management. 
 

 Single Audit 
 
As a recipient of Federal, State, and local financial assistance, the City is also responsible for 
ensuring that an adequate internal control structure is in place to ensure and document compliance 
with applicable laws and regulations related to these programs.  This internal 
control structure is subject to periodic evaluation by management and the independent auditors of 
the City. 
 
As a part of the single audit process, tests are made by the auditors to determine the adequacy of 
the internal control structure, including that portion related to Federal financial assistance programs, 
as well as to determine that the City has complied with the applicable laws and regulations. 
 

 Budgeting Controls 
 
The object of budgetary controls is to ensure compliance with legal provisions embodied in the 
annual appropriated budget approved by the City Council. 
 
Activities of the General and Special Revenue Funds are included in the annual appropriated 
budget.  The level of budgetary control (that is, the level at which expenditures cannot legally 
exceed the appropriated amount) is established by function within an individual fund. 
 
The City also maintains an encumbrance accounting system as one technique of accomplishing 
budgetary control.  Outstanding encumbrances at year-end for the Capital Projects Fund are 
recorded as a reservation of fund balance and are re-appropriated as part of the following  
year’s budget.  As demonstrated by the statements and schedules included in the financial section 
of this report, the City continues to meet its responsibility for sound financial management. 
 

 General Government Functions 
 
Generally accepted accounting standards require that management provide a narrative introduction, 
overview and analysis to accompany these basic financial statements in the form of the MD&A 
letter. 
 
This letter of transmittal is designed to compliment the MD&A and should be read in conjunction with 
it.  The City of Troy’s MD&A can be found immediately following the report of the independent 
auditors.  Since the MD&A focuses on the government-wide financial statements, the balance of this 
letter will be directed at the fund or activity level. 
 
The General Fund receives all City of Troy revenues not designated for special uses by statutes or 
the City Charter and accounts for most of the services provided to residents. 
 
Overall General Fund revenues increased 2.9 percent from the prior year.  Property taxes in the 
General Fund increased by 9.1 percent due to new construction, a consumer price index valuation 
adjustment for existing property, and a transfer of .25 mills in property taxes from Debt Service. 
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State sources decreased for the fourth year in a row this year by $57,104 due to a decrease in total 
dollars distributed, as a result of downturn in the State’s economy in particular, sales tax revenue 
and the State budget-balancing problem.  State shared revenue is a return to local governments of a 
portion of state sales tax and is not restricted to use. 
 
Licenses and permits were up 3.4 percent due to an increase in the issuance of building and right-
of-way permits. Fines and forfeitures were up 2.1 percent.  Charges for services revenue increased 
by 6.5 percent primarily due to increased utilization of the Community Center and cable franchise 
fees. 
 
Investment Income was up 36.6 percent due to the corresponding increase in interest rates. 
 
There was a decrease in transfers from other funds due to a lower transfer from the Capital Fund. 
 
Expenditures  – Total General Fund expenditures increased by 1.3 percent.  All bargaining units 
received contractual increases in wages this past year. Full-time employment was reduced by three 
positions through attrition. The frequency of snow and ice removal events accounted for the large 
decrease in road and streets expenditures.  The increase in the transfer to Other Funds accounts for 
an additional transfer to the Budget Stabilization Fund. 
 

 General Fund Balance 
 
The fund balance of the General Fund increased by $3.1 million to a balance of $26,898,809.  Of the 
$26,898,809 fund balance, $618,143 is reserved for such items as inventory and prepaid items; 
$8,756,013 is unreserved but designated for tax appeals, insurance claims and improvements and 
maintenance; $6,367,250 is unreserved but designated for the 2006/07 budget, leaving $11,157,403 
as unreserved and undesignated.  The $11,157,403 represents 17.2 percent of our 2006/07 General 
Fund budget.  This amount is within our 17 percent goal and is considered adequate to provide 
funds for unforeseen future negative events, and any upcoming budget shortfalls. 
 

 Special Revenue Funds 
 
Special Revenue Funds are used to account for specific revenues that are legally restricted to 
expenditures for particular purposes.  The Special Revenue Funds of the City include: 
 
Major Street Fund – Gas and weight tax revenues received in this fund from the State of Michigan 
are used for repairs, maintenance, snow and ice removal, and construction of all streets classified 
as “major” within the city.  The gas and weight taxes generated $3,628,794 compared to $3,647,503 
last fiscal year. 
 
Local Street Fund – Gas and weight taxes as well as a transfer of funds from the Major Street Fund 
finance the repairs, maintenance, snow and ice removal, and construction of all streets classified as 
“local” within the city. 
 
Refuse Fund - This fund has been established to account for property tax revenues restricted for 
rubbish and garbage collection and service charges for recycling.
 
Community Development Block Grant – This fund accounts for grant revenues from the Department 
of Housing and Urban Development to be used for residential and other capital improvements.  The 
major activities in this fund include senior minor home chore program and infrastructure 
improvements. 
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Budget Stabilization Fund – This fund was established in 2004 for the purpose of: 1) Covering any 
General Fund deficit; 2) Preventing a reduction in the level of public services; and 3) Covering 
expenses arising because of a natural disaster. 
 

 Enterprise Operations 
 
The City operates five separate enterprise operations:  Water Fund, Sanitary Sewer Fund, Aquatic 
Center Fund, Sylvan Glen and Sanctuary Lake Golf Course Funds. 
 
Water Fund - Operating revenues amounted to $15,631,146, resulting in an increase of $2.1 million 
from last year.  Operating expenses totaled $13,831,565, an increase of $.5 million from last fiscal 
year. 
 
Sanitary Sewer Fund - Generated $10,119,547 in operating revenues compared to  
$9,623,505 last fiscal year.  Operating expenses totaled $9,681,204 compared to $8,981,412 last 
fiscal year.  These rates are reviewed annually during budget time to ensure proper funding for 
operations and maintenance and improvements to the system. 
 
Aquatic Center - Continues to operate at a loss.  The operating loss of $155,374 compares to a net 
loss of $122,230 last fiscal year.  Operating revenues increased by $44,708 year to year.  The City 
has taken measures to increase usage and continues to look at ways to reduce the net loss. 
 
Sylvan Glen Golf Course Fund - Ended the year with an increase in net assets of $25,796.  This 
amount compares to an increase of $141,121 last fiscal year. 
 
Sanctuary Lake Golf Course Fund - Ended the year with a decrease in net assets of $557,510 
compared to a $787,998 decrease in net assets last fiscal year.  Steps have been taken to increase 
play and reduce the loss. 
 

 Internal Service Funds 
 
Internal Service Funds are used to account for the financing of goods or services provided by one 
department to other departments of the government, on a cost reimbursement basis. 
 
Compensated Absences Fund – This fund accounts for the charges to other departments based on 
sick and vacation accruals.  The expenses of accumulated sick pay and vacation pay are then 
recorded in this fund. 
 
Unemployment Compensation Fund – This fund accounts for the charges to other departments and 
the expenses to provide unemployment compensation insurance. 
 
Custodial Services Fund – This fund charges other departments on a square footage basis to 
account for the custodial services and maintenance provided to all City-owned buildings. 
 
Information Technology Fund – This fund accounts for charges to other departments based on the 
number of workstations to cover the expenses for providing computer services, including support, 
training and replacement. 
 
Motor Equipment Fund – The rental charges of City-owned equipment to other City departments are 
accounted for in this fund.  The fund provides maintenance, insurance and replacement of all City-
owned vehicles. 
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Workers’ Compensation Fund – This fund charges departments a percentage of payroll based on 
premiums established by our provider to account for pooled insurance expenses. 
 

 Fiduciary Funds 
 
Fiduciary Funds are established to account for assets held by the governmental unit in a trustee 
capacity or as an agent for individuals, private organizations, and other governmental  
units and/or funds. 
 
Pension Trust – Employees’ Retirement Fund – This fund is used to account for the accumulation of 
resources for pension benefit payments to qualified general and public safety employees.  The 
Employees Retirement Fund reported end-of-the-year net assets held in trust for pension benefits of 
$165,167,131 compared to the beginning amount of $161,263,146.  As of December 31, 2005, the 
fund is 113.7 percent funded. 
 
Pension Trust – Discretionary Fire Incentive Reserve Fund – This fund is used to account for 
accumulation of resources for incentive payments to qualified volunteer firefighters. 
 
Retiree Health Care Trust Fund - The Retiree Health Care Trust Fund was established in fiscal year 
2006 to account for medical benefits provided to employees during retirement.  This fund will 
accumulate revenue until the reserves are depleted in the employees retirement fund. 
 
This plan and trust is created under the authority of the Public Employee Health Care Fund 
Investment Act, Public Act 149 of 1999. 
 
Agency Fund – This fund is used to account for taxes collected on behalf of other governmental 
units. 
 

 Component Units 
 
Component units, as defined by GASB No. 14, are so classified due to their relationship with the 
primary government relative to financial accountability of the reporting agency. 
 
Downtown Development Authority Fund – The Authority generates revenue from property value 
increases within the district compared to the initial taxable value established in 1993.  These funds 
are used for the purpose of providing for the construction and financing of necessary improvements 
to prevent further deterioration of the development area while preserving and promoting economic 
growth. 
 
Brownfield Redevelopment Authority – This fund was established in 2002 to account for projects that 
will improve environmentally distressed areas within the City of Troy. 
 
Local Development Financing Authority – This fund was established to capture tax increment 
revenues in the Automation Alley Smart Park, to encourage local development, to prevent conditions 
of unemployment and to promote economic growth.  The purpose of the authority is to provide for 
the construction and financing of public facilities within the City of Troy necessary for the project. 
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 Debt Administration 
 
At June 30, 2006, the City had a number of debt issues outstanding.  These issues included 
$40,876,290 being serviced by Governmental Funds and $11,800,000 by Proprietary Fund types.  
All three major rating agencies (Fitch Ratings, Moody’s and Standard and Poor’s) gave the City a 
“AAA” rating for general obligation bonds. 
 

 Cash Management 
 
The City complies with Public Act 20 of 1943 (as amended) of the State of Michigan in its cash 
management activities. 
 
Cash temporarily idle during the year was invested in demand deposits, certificates of deposit, 
commercial paper, obligations of the U.S. Treasury and government pooled investment accounts.  
The Pension Trust Fund investment portfolio also includes corporate bonds, stocks and mutual 
funds. 
 
The City administers an aggressive cash management and investment program.  The following 
investment objectives are utilized in the management of City funds:  the primary objective is the 
preservation of capital and protection of investment principal; provide sufficient liquidity to  
meet the City’s projected operating and capital requirements; control risk by diversifying investments 
and maximize the return of the portfolio while avoiding unreasonable investment risk. 
 

 Tax Rate Limitations 
 
The City Charter provides tax rate limitations for general operations.  In addition, the City of  
Troy may levy taxes in excess of the Charter limitation for refuse collection and debt service. 
 

  Rate Per $1,000 
Purpose Authority of Taxable Value

   
General Operating City Charter $10.00*
Refuse Collection Act 298, P.A. of Michigan 1917 as 

Amended, 
3.00*

Disposal Article IX, Section 56 of Michigan 
Constitution 

Debt Service City Charter Amount
  Necessary for
  debt payment
 
*The maximum permitted general operating and refuse collection and disposal per Headlee 
Amendment of the Michigan Constitution for fiscal year 2006 was 8.5139 and 2.5522, respectively. 
 

 Risk Management 
 
The City has entered into a public entity risk pool with other Michigan units of government by joining 
the Michigan Municipal Risk Management Authority for its general liability insurance, including auto 
and public official liability as well as property damage insurance. 
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INDEPENDENT AUDITORS’ REPORT 
 
 

September 29, 2006 
 
 
 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
 
We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, the discretely presented component units, each major fund, and the 
aggregate remaining fund information of the City of Troy, Michigan (the “City”), as of and 
for the year ended June 30, 2006, which collectively comprise the City’s basic financial 
statements as listed in the table of contents. These financial statements are the responsibility 
of the City’s management. Our responsibility is to express opinions on these financial 
statements based on our audit.  
 
We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and the 
significant estimates made by management, as well as evaluating the overall financial 
statement presentation. We believe that our audit provides a reasonable basis for our 
opinions. 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental activities, the business-type 
activities, the discretely presented component units, each major fund, and the aggregate 
remaining fund information of the City of Troy, Michigan, as of June 30, 2006, and the 
respective changes in financial position and cash flows, where applicable, thereof and the 
budgetary comparison for the general fund, for the year then ended in conformity with 
accounting principles generally accepted in the United States of America. 
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In accordance with Government Auditing Standards, we have also issued our report dated 
September 29, 2006, on our consideration of the City’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements and other matters. The purpose of that report is to describe 
the scope of our testing of internal control over financial reporting and compliance and the 
results of that testing, and not to provide an opinion on the internal control over financial 
reporting or on compliance.  That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be considered in assessing the 
results of our audit. 
 
The Management’s Discussion and Analysis listed in the table of contents on Pages 3-10 
and the Schedule of Funding Progress on pages 67-70 are not a required part of the basic 
financial statements but are supplementary information required by accounting principles 
generally accepted in the United States of America. We have applied certain limited 
procedures, which consisted principally of inquiries of management regarding the 
methods of measurement and presentation of the supplementary information.  However, 
we did not audit the information and express no opinion on it. 
 
Our audit was conducted for the purpose of forming opinions on the financial statements 
that collectively comprise the City’s basic financial statements. The introductory section, 
combining and individual fund financial statements and schedules, and statistical tables 
as listed in the table of contents are presented for purposes of additional analysis and are 
not a required part of the basic financial statements.  The accompanying schedule of 
expenditures of federal awards is presented for the purposes of additional analysis as 
required by U.S. Office of Management and Budget Circular A-133, Audits of States, 
Local Governments, and Non-Profit Organizations, and is also not a required part of the 
basic financial statements.  The combining and individual fund financial statements and 
schedules and schedule of expenditures of federal awards have been subjected to the 
auditing procedures applied in the audit of the basic financial statements and, in our 
opinion, are fairly stated, in all material respects, in relation to the basic financial 
statements taken as a whole.  The introductory section and statistical tables, as listed in 
the table of contents, have not been subjected to the auditing procedures applied in the 
audit of the basic financial statements and, accordingly, we express no opinion on them. 
 

 

 



 

 

500 W. Big Beaver                                        
Troy, MI  48084                  
(248) 524-3300               

 
Management’s Discussion  
and Analysis 
 
This section of the City of Troy’s annual financial report presents our discussion and analysis of the 
City’s financial performance during the fiscal year at ended on June 30, 2006.  Please read it in 
conjunction with the transmittal letter, which begins on page VII and the City’s financial statements, 
which begins on page 11.   
 
Financial  
Highlights 

th

 The City’s combined total net assets are reported as $372.3 million for the fiscal year ended 
June 30, 2006, compared to $372.7 last fiscal year. 
  

 In the City’s governmental activities, revenues
$82.9 million. 
  

 generated $78.8 million, while expenses totaled 

 In the City’s business-type activities, revenues generated $30.6 million, while expenses totaled 
$26.9 million. 

  
 The total cost of all of the City’s programs, including governmental activities and business-type 

activities was $109.8 million, up $4 million from last fiscal year. 
  

  Total net assets decreased $.4 million. 
 
Overview of the  
Financial Statements  
 
This annual report consists of a series of financial statements. The first two statements, the 
Statement of Net Assets and the Statement of Activities, provide information about the activities of 
the City of Troy as a whole and present a longer-t m view of the City’s finances. The remaining 
statements, including governmental funds, proprietary funds, and fiduciary funds focus on how City 
services were financed in the short term, as well as what remains for future spending. Fund 
financial statements report the City of Troy’s operations in more detail than the government-wide 
financial statements. 
 
The financial statements include notes that explain and provide more detailed data about some of 
the information found in the financial statements.  The statements are followed by a section of 
required supplementary information that further explains and supports the information in the 
financial statements.   

er
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d 

 
ts, we have included a section with combining statements that 
 governmental, business-type, internal service, and fiduciary 

h are added together and presented in single columns in the basic financial 

nt-wide statements report information about the City of Troy as a whole using 
thods similar to those used by private-sector companies.  The statement of net 
 all of the government’s assets and liabilities.  All of the current year’s revenues and 

vities regardless of when cash is received or 
pa
 
The two government-wide statements report the change in the difference between the City’s assets 
and liabilities.  This change in net assets is an indicator of whether the City’s financial health is 
im
additional non-financial factors such as changes in the City’s property tax base and the condition of 
the City’s roads and other infrastructure. 
 
The government-wide financial statements of the City of Troy are divided into two categories: 

Management’s Discussion  
and Analysis, Continue
 

In addition to these required elemen
provide details about our non-major
funds, each of whic
tatements. s

 
Government-wide  
Statements 
 
The governme
accounting me
assets includes
expenses are accounted for in the statement of acti

id. 

proving or deteriorating.  In order to assess the overall health of the City, you need to consider 

 
 Governmental activities – Most of the City’s basic services are included here, such as police, 

fire, public works, parks and recreation, and general administration.  Property taxes, state 
enue, and charges for services finance most of these activities. 

 
shared rev

 Business-type activities – The City charges fees to customers to help cover the cost of certain 
s.  The City’s business-type activities include water, sanitary sewer, Aquatic 

 courses. 

k of 

he City of Troy has three types of funds: 

services it provide
Center, and two public golf

 
Fund Financial  
Statements 
 
The fund financial statements provide more detailed information about the City’s most significant 
funds, not the City as a whole.  Funds are accounting devices that the City uses to keep trac
specific sources of funding and spending for particular purposes. 
 
T
 

 Governmental funds – Most of the City’s basic services are included in governmental funds,
which focus on how cash, and other financial assets that can readily be converted to cash
in and out.  The fun

 
, flow 

ds also show the balances left at year-end that are available for spending.   
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l 

ments that explain the relationship or differences between the fund and government-
wide statements. 

Management’s Discussion  
and Analysis, Continued 

 
The governmental fund statements focus on a short-term view rather than the long-term focus
the government-wide statements, so additional information is provided after the governmenta
fund state

 
 Proprietary f

customers a 
unds – Proprietary funds are used to report services where the City charges 
fee for services rendered.  Proprietary funds provide both long- and short-term 

financial information.  The two types of proprietary funds are enterprise and internal service 
funds 

 
 Enterprise funds and business-type activities are the same, but the fund statements provide 

more detail and additional information such as cash flows. 
 Internal Service funds are used to report activities that provide supplies and services for the 

City’s other programs.  Examples of internal service funds would be Motor Equipment and 
Information Technology. 

 
 Fiduciary funds – The City of Troy is trustee for its employee pension plans.  The City is 

responsible for ensuring that the assets reported in these funds are used for their intended 
purposes.  All of the City’s fiduciary activities are reported in a separate statement of fiduciary 
net assets and a statement of changes in fiduciary net assets.  These activities are excluded 

sets 
to finance its operations. 

 
Th
s

 
The
Business-type activities comprise $145.0 million and governmental activities make up $227.3 

illion of the total net assets. 

 net assets, the part of net assets that can be used to finance day-to-day 
ported as $76.9 million.  $34.5 million is the amount of unrestricted net assets 

ported for the City of Troy’s governmental activities. 

t 
, 2006 to the prior year. 

 
 
 

from the City’s government-wide financial statements because the City cannot use these as

e City of Troy  
 a Whole  a

 City’s combined total net assets for the fiscal year ended June 30, 2006 is $372.3 million.  

m
 

trictedCombined unres
operations, is re
re
 
The table on the following page shows the comparison of total assets, total liabilities, and total ne
assets (in millions of dollars) in a condensed format as of June 30
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reased by $.5 million during the year, made up of a decrease of $3.1 million in 
ctivities and an increase of $2.6 million in business type activities.  The increase in 

 
iabilities increased by $1.5 million compared to the prior year. 

ion 
d reserved funding. 

Management’s Discussion  
and Analysis, Continued 

 
 
Total assets dec
governmental a
capital assets was due primarily to the completion of several capital projects. 
 
Total liabilities decreased by $.1 million primarily due to the reduction in long-term debt through
annual debt payments. Other l
 
Net assets show increases in investments in capital assets net of debt of $4.5 million and 
unrestricted net assets increased by $4.4 million.  Restricted net assets decreased by $9.3 mill
due to the completion of several capital projects that ha
 
 
 
 
 
 
 
 
 

 

2006 2005 2006 2005 2006 2005
Assets:
   Current Assets 84.3$         89.4$         42.6$          40.4$         126.9$       129.8$        
   Capital Assets 198.9 196.9 114.4 114.0         313.3$       310.9$        

Total Assets 283.2$       286.3$      157.0$       154.4$      440.2$       440.7$        

Liabilities:
   Long-tern Debt
   Outstanding 44.6$         46.0$         11.8$          $        12.0 56.4$         58.0$          

Net Assets:

Activities Activities Total
Governmental Business-Type

   Other Liabilities 11.3           9.7             0.2              0.3             11.5           10.0            

Total Liabilities 55.9$        55.7$        12.0$         12.3$        67.9$         68.0$          

   Invested in
   Capital Assets,
   Net of Debt 159.8$       155.8$       102.6$        102.1$       262.4$       257.9$        
   Restricted 33.0           42.3           -               -               33.0           42.3            
   Unrestricted 34.5           32.5           42.4            40.0           76.9           72.5            

Total Net Assets 227.3$       230.6$      145.0$       142.1$      372.3$       372.7$        
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he following table shows the comparison of the change in net assets (in millions of dollars) as of 
une 30, 2006 to the prior year, in a condensed format: 

Management’s Discussion  
and Analysis, Continued 
 
 
T
J
 

 
 
 

 

.7 9.0              

-      -               

      Increase in Net Assets (3.3)            (1.7)            2.9              0.8             (0.4)            (0.9)            
Net Assets - Beginning of Year 230.6         232.3         142.1          141.3         372.7         373.6$        

Net Assets - End of Year 227.3$       230.6$       145.0$        142.1$       372.3$       372.7$        

Governmental Business-Type
Activities Activities Total

2006 2005 2006 2005 2006 2005
Program Revenues:
   Charges for Services 10.8$         11.4$         28.2$          25.6$         39.0$         37.0$          
   Operating Grants & Contributions 1.1             0.5             -               -               1.1             0.5              
   Capital Grants & Contributions 6.5             9.4             0.7              0.6             7.2             10.0            

General Revenues:
   Property Taxes 49.5           46.9           -               -               49.5           46.9            
   State-shared Revenues 6.8             6.9             -               -               6.8             6.9              
   Interest Earnings 3.4             2.3             1.5              0.9             4.9             3.2              
   Other Revenue 0.7             0.2             0.2              0.2             0.9             0.4              

Total Revenues 78.8$         77.6$         30.6$          27.3$         109.4$       104.9$        

Program Expenses:
   General Government 11.7$         12.1$         -$             -$             11.7$         12.1$          
   Public Safety 28.7           27.7           -               -               28.7           27.7            
   Engineering & Public Services 18.4           16.5           -               -               18.4           16.5            
   Community & Economic Dev 2.1             0.1             -               -               2.1             0.1              
   Sanitation 4.4             4.4             -               -               4.4             4.4              
   Recreation and Culture 15.9           16.1           -               -               15.9           16.1            
   Interest Expense 1.7             3.2             -               -               1.7             3.2              
   Water -               13.8            13.3           13.8           13.3            
   Sanitary Sewer -               9.7              9.0             9             
   Golf Courses -               2.8              2.8             2.8             2.8              
   Aquatic Center -               0.6              0.6             0.6             0.6              

Total Expenses 82.9$         80.1$         26.9$          25.7$         109.8$       105.8$        

Inc in Net Assets before Transfers (4.1)$          (2.5)$          3.7$            1.6$           (0.4)$          (0.9)$          
Transfers 0.8             0.8             (0.8)            (0.8)                     

-7-
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ctivities 
 
The City of Troy’s total governmental revenue is reported at $78.8 million, an increase of $1.2 
million from the prior year.  This was primarily attributed to an increase in property taxes and 
interest earnings. 
 
Expenses increased by $2.8 million compared to last fiscal year.  The net increase of $2.8 million is 
spread over several divisions.  The public safety division increased by $1.0 million, and the 
engineering and public services increased by $1.9 million, due to the completion of capital projects. 
  
During the year the City continued meeting the actuarial required contributions for the defined 
benefit pension system and discretionary for incentive reserve fund as well as pre-funding retiree 
healthcare benefits.  This is important for the City because future taxpayers should not be required 
to fund benefit payments that were earned in the past. 
 
Business-type  
Activities 
 
The City of Troy’s business-type activities consist of water, sanitary sewer, Aquatic Center, and golf 
courses.  Water and sanitary sewer services classified as Major Funds are provided to City 
residents through the Detroit water system and sewerage treatment plants.  The large increase in 
charges for the services and water purchase in the water fund was due to increased water 
consumption and a water rate increase by the City of Detroit.  Change in net assets for business-
type activities increased by $3 million.  The Water and Sewer Fund increased by $2.4 million and 
$1.0 million respectively.  The City’s two golf courses recorded a net decrease in net assets of $.5 
million, an improvement from last year. 
 
The City of Troy’s  
Funds  
 
Analysis of the City of Troy’s major funds begins on page 14, following the government-wide 
financial statements.  The fund financial statements provide detailed information about the most 
significant funds, not the City of Troy as a whole.  Funds are created to help manage money for 
specific purposes, as well as to show accountability for certain activities, such as specific property 
tax millages and restricted receipts from Federal and State sources.   
 
The City’s General Fund fund balance increased by $3.1 million to a balance of $26.9 million. 

Management’s Discussion  
and Analysis, Continued 
 

 
Governmental  
A
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Capital Projects Fund decreased by $9.1 million due to the completion of major 
he planned use of reserves to fund them. 

d  
ation  

  
ng-term debt can be found in Note 8 to the financial 

Economic  

se 
 

to the 

Management’s Discussion  
and Analysis, Continued 
 
 
 
Fund balance in the 
projects and t
 

General Fund  
Budgetary Highlights  
 
Over the course of the year, City Council amended the budget to take into account events during 
the year.  The most significant was to recognize an increase in charges for services and investment 
earnings, and to provide additional funding for parks and recreation activities.  Revenue received 

r the fiscal year came in $1.9 million over the budgeted amount. fo
 
Overall expenses for the City were 4.1 percent or $2.5 million less than the budgeted amount due 
to a conservative spending policy, delays in filling vacant positions, reduction of three full-time 
positions, and reduction in benefit levels for new hires. 
 
Capital Asset an

nistrDebt Admi
 
At the end of 2006, the City of Troy had $262.4 million invested in a broad range of capital assets 
including land, buildings, police and fire equipment, water and sewer lines, roads, sidewalks, and 
other infrastructure, net of debt.  The increase in capital assets during the year was less than in 
previous years due to the completion of several major projects.  Additional information about the 
City’s capital assets is presented in Note 1 and Note 5 to the financial statements. 
 
The City of Troy’s debt rating is excellent.  We maintain a AAA by Fitch Ratings, Moody’s, and 
Standard and Poor’s.  The City of Troy’s bond indebtedness totaled $51.1 million at June 30, 2006.

dditional information about the City’s loA
statements. 
 
Current 
Events  
 
The City of Troy’s budget for 2007 calls for a slight decrease (.02 mills) in property tax rates.  The
rates have remained the same or lower since July 1, 1996.  Property taxes make up approximately
55% of our General Fund budget.  Because of the impact of Proposal A and State of Michigan 
udget woes, the City of Troy is utilizing a portion of our undesignated fund balance to balance the b

budget.  The statewide tax reform act limits growth in taxable value on any individual property 
sser of inflation or five percent.   le
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ecause some properties increase in value by less than inflation, the mathematical result of this is 

g of revenues and realistic expenditure 
stimates, we hope to limit the use of fund balance.   

s decreased by $62,205 this past year.  When comparing this 
e received four years ago, we are receiving $1.4 million less.  The 

tate is still experiencing financial woes so we have adjusted our revenue forecast to reflect the 

ers.  The City’s rate structure 
nables us to provide water and sewer service to our citizens as well as pay for operations, 

mbined water and sewer rates of any 
outheastern Michigan community. 

 Troy’s  
anagement 

you to contact 
e administrative offices at City Hall, 500 W. Big Beaver, Troy, Mi  48084.  Additional information 

Management’s Discussion  
and Analysis, Continued 
 
 
B
that the total taxable value for the City of Troy will grow less than inflation before considering new 
property additions.  With conservative budget forecastin
e
 
State shared revenue payment
annual amount to the amount w
S
State’s economy, and the likelihood of future reductions. 
 
The City purchases its water and sewer services from the City of Detroit.  Historically, we have 
passed along the full water and sewer rate increases to our custom
e
maintenance and improvements to the system.   
 
The City still prides itself on having one of the lowest co
s
 
Contacting the City of
M
 
This financial report is intended to provide our citizens, taxpayers, customers and investors with a 
general overview of the City of Troy’s financial condition.   
 
If you have questions about this report or need additional information, we welcome 
th
can be obtained at the City of Troy’s web site, www.troymi.gov. 
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NOTES TO FINANCIAL STATEMENTS 
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Note 1 - Summary of Significant Accounting Policies 
 

The financial statements of the City of Troy, Michigan have been prepared in conformity with 
generally accepted accounting principles (GAAP) as applied to governmental units. The following 
is a summary of the significant accounting policies: 

 
Reporting Entity 

 
  The City of Troy, Michigan was incorporated in 1955, and was formerly known as Troy 

Township since it was organized in 1821.  The City is governed by an elected mayor and six-
member council. 

 
  As required by generally accepted accounting principles, these financial statements present the 

City of Troy and its component units, entities for which the government is considered to be 
financially accountable. 

 
  Component Units 
 
  Blended component units, although legally separate entities, are in substance, part of the 

government's operations and so data from these units are combined with data of the primary 
government.  Discretely presented component units are also legally separate entities, but are 
not in substance part of the government operation.  The City of Troy has three component 
units, the Downtown Development Authority, Brownfield Redevelopment Authority and the 
Local Development Financing Authority, which meets the criteria for discretely presented 
component units.  The Authorities are also reported in a separate column in the government-
wide financial statements to emphasize that they are legally separate from the City.  The 
purpose of the Downtown Development Authority is to issue bonds and use tax increment 
financing in the accomplishment of specific Downtown Development improvements to City-
owned facilities and infrastructure, which are contained in the locally adopted development 
plan. The purpose of the Brownfield Redevelopment Authority is to provide assistance for the 
redevelopment of abandoned, idled, or under-utilized industrial or commercial properties, 
which are complicated by real or perceived environmental contamination.  The Authority’s 
governing body, which consists of seven individuals, is selected by the City Council.  In 
addition, the City Council sets the annual budget for the Authority.  The Local Development 
Financing Authority is a multi-jurisdictional authority that was established to encourage local 
development in order to prevent conditions of unemployment and to promote economic 
growth.  
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Included within the reporting entity is the Troy Municipal Building Authority.  The City feels 
that this authority meets the minimum requirements to be considered a blended component 
unit.  The governing body of this authority is appointed by City Council. Its’ budget and any 
bond issuance authorizations also are approved by the City Council and the legal liability for 
any general obligation debt remains with the City.  The blended component unit reported 
herein has a June 30th year end. 
 
The purpose of the Troy Municipal Building Authority is to issue bonds for City-owned 
facilities and infrastructure, which are limited tax full faith and credit general obligations of 
the City. 

 
  Basis of Presentation - Government-Wide Financial Statements 
 
  The statement of net assets and the statement of activities are prepared using the economic 

resources measurement focus and the accrual basis of accounting.  Revenues, expenses, gains, 
losses, assets, and liabilities resulting from exchange and exchange-like transactions are 
recognized when the exchange takes place.  Revenues, expenses, gains, losses, assets, and 
liabilities resulting from non-exchange transactions are recognized in accordance with the 
Governmental Accounting Standards Board Statement No. 33. 

 
  The statement of net assets and the statement of activities display information about the City 

as a whole.  The statements include all funds of the primary government and its component 
units, except for its Fiduciary Funds.  Those funds are reported in the statements of fiduciary 
net assets and changes in fiduciary net assets. 

 
  The statement of net assets and the statement of activities are presented to distinguish between 

governmental and business-type activities of the City.  Governmental activities are financed 
through taxes, intergovernmental revenues and other non-exchange revenues.  These activities 
are reported in Governmental and Internal Service Funds. Business-type activities are financed 
by fees charged to external parties for goods or services.  These activities are reported in the 
City's Enterprise Funds. 

 
  The statement of activities demonstrates the degree to which the direct expenses of a given 

function or segment are offset by program revenues.  Direct expenses are those that are clearly 
identifiable with a specific function or segment.  Program revenues include 1) charges to 
customers or applicants who purchase, use or directly benefit from goods, services or 
privileges provided by a given function or segment, and 2) grants and contributions that are 
restricted to meeting the operational or capital requirements of a particular function or 
segment.  Taxes and other items not properly included among program revenues are reported 
instead as general revenues. 
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Capital assets are reported in the government-wide statements at historical cost.  Capital assets 
include land, improvements to land, buildings, building improvements, vehicles, machinery, 
equipment, library collection, infrastructure and all other tangible or intangible assets that are used 
in operations and have initial useful lives beyond a single reporting period.  Infrastructure assets 
are long-lived capital assets that normally can be preserved for a significantly greater number of 
years than most capital assets. 
 
Capital assets that are being depreciated are reported net of accumulated depreciation in the 
statement of net assets.  Capital assets that are not being depreciated, such as land and 
construction in progress are reported separately. 
 
Capital assets are depreciated over their estimated useful lives.  Depreciation expense is reported 
in the statement of activities by allocating the net cost over the estimated useful life of the asset.  
Assets are depreciated on an individual basis for equipment and buildings.  Roads are depreciated 
as a class with each class containing items based on their date of construction or reconstruction.  
Sidewalks are depreciated by class with each class containing items based on the year of 
construction. 

 
 Basis of Presentation - Fund Accounting 
 
 The accounts of the City are organized on the basis of funds, each of which is considered a 

separate accounting entity.  The operations of each fund are accounted for with a separate set of 
self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and 
expenditures, or expenses, as appropriate.  Government resources are allocated to and accounted 
for in individual funds based upon the purposes for which they are to be spent and the means by 
which spending activities are controlled. 

 
 As a general rule the effect of interfund activity has been eliminated from the government-wide 

financial statements.  Exceptions to this general rule are payments-in-lieu of taxes and other 
charges between the government's water and sewer function and various other functions of the 
government.  Elimination of these charges would distort the direct costs and program revenues 
reported for the various functions concerned. 

 
 Governmental Funds 
 
 The City reports the following major and nonmajor governmental funds: 
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 Major Funds 
 
  General Fund 
 
  The General Fund is the general operating fund of the City.  It is used to account for all 

financial resources except those required to be accounted for in another fund. 
 
  Capital Projects Fund 
 
  The Capital Projects Fund is used to account for financial resources to be used for the 

acquisition or construction of major capital facilities (other than those financed by Proprietary 
Funds). 

 
 Nonmajor Governmental Funds 
 

Special Revenue Funds 
 
  Special Revenue Funds are used to account for the proceeds of specific revenue sources (other 

than major capital projects) that are legally restricted to expenditures for specified purposes. 
 

 Debt Service Funds 
 
  Debt Service Funds are used to account for the accumulation of resources for, and the payment 

of, general long-term debt principal, interest, and related costs. 
 

 Permanent Funds 
   

Permanent Funds are used to account for the resources that are legally restricted to the extent 
that only earnings, and not principal, may be used for the benefit of the government or its 
citizenry. 
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 In addition, the City reports the following fund types: 
 
 Proprietary Funds 
 
 Proprietary Funds distinguish operating revenues and expenses from nonoperating items.  

Operating revenues and expenses generally result from providing services and producing and 
delivering goods in connection with a proprietary fund's principal ongoing operations.  The 
principal operating revenues of the Water and Sewer Funds, Aquatic Center, Golf Course Funds 
and the City's Internal Service Funds are charges to customers for sales and services.  Operating 
expenses for the Enterprise Funds and Internal Service Funds include the cost of sales and service, 
administrative expenses, and depreciation on capital assets.  All revenues and expenses not 
meeting this definition are reported as nonoperating revenues and expenses.  Proprietary Funds 
focus on limitations on the use of net assets, rather than on the source of those assets. 

 
 The following Proprietary Funds are reported: 
 
  Enterprise Funds 
 
  Enterprise Funds are used to account for City operations which are similar to those often 

found in the private sector, where the determination of net income is necessary or useful to 
sound financial administration. 

 
  Internal Service Funds 
 
  Internal Service Funds are used to account for the financing of goods or services provided by 

one department or agency to other departments or agencies of the City or other governments, 
on a cost-reimbursement basis. 

 
  The City reports the following major proprietary funds: 
 

Water Fund 
 
The Water Fund accounts for the operation and maintenance of the City's water supply 
system, capital additions and improvements. 
 
Sanitary Sewer Fund 
 
The Sanitary Sewer Fund accounts for the operation and maintenance of the City's sewage 
disposal system, capital additions and improvements. 
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Sanctuary Lake Golf Course Fund 
 
The Sanctuary Lake Golf Course Fund accounts for the operations of the new 18-hole 
links style course with practice facility. 

 
 Fiduciary Funds 
 
  Trust and Agency Funds 
 
  Trust and Agency Funds are used to account for assets held by the City in a trustee capacity or 

as an agent for individuals, private organizations, and other governments.  These include 
Pension Trust Funds, a Retiree Health Care Trust Fund and an Agency Fund.  Pension Trust 
Funds are accounted for in essentially the same manner as Proprietary Funds, since capital 
maintenance is critical.  The Pension Trust Funds account for the activities of the general 
employees and volunteer fireman retirement systems, which accumulate resources for pension 
benefits to qualified employees and volunteers during retirement.  The Agency Fund is 
custodial in nature (assets equal liabilities) and does not involve measurement of results of 
operations. 

 
 Basis of Accounting 
 
 Basis of accounting refers to when revenues and expenditures or expenses are recognized in the 

accounts and reported in the financial statements.  Basis of accounting relates to the timing of the 
measurements made, regardless of the measurement focus applied. 

 
 All governmental fund financial statements are reported using the current financial resources 

measurement focus and the modified accrual basis of accounting.  Their revenues are recognized 
when they become measurable and available.  Revenues are generally considered available when 
 
they are received in cash (unless legally restricted to some future period) or when earned and 
expected to be collected soon enough after year end to pay liabilities of the current period.  For 
this purpose, the City generally considers revenues to be available if they are collected within 60 
days of the end of the current fiscal period.  The exception to this is state shared revenues and 
expenditure driven grants in which revenues are recognized if received within 90 days and one 
year of the end of the fiscal period, respectively.  Significant revenues susceptible to accrual 
include reimbursement grants, state shared revenues and charges for services. 

 
 Expenditures are generally recognized under the modified accrual basis of accounting when the 

related fund liability is incurred provided the liability normally would be liquidated with 
expendable available financial resources.  The major exception to this general rule is principal and 
interest on general long-term debt which is recognized when due. 
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 Certain indirect expenditures are included in the program expense reported for individual 
functions and activities. 

 
 All governmental funds are accounted for on a spending or "current financial resources" 

measurement focus.  This means that generally only current assets and current liabilities are 
included on their balance sheets.  Their reported fund balance (net current assets) is considered a 
measure of "available spendable resources".  Governmental fund operating statements present 
increases (revenues and other financing sources) and decreases (expenditures and other financial 
uses) in net current assets.  Accordingly, they are said to present a summary of sources and uses of 
"available spendable resources" during a period. 

 
 All Proprietary Funds, Pension Trust Funds and Agency Funds are accounted for using the accrual 

basis of accounting.  Their revenues are recognized when they are earned, and their expenses are 
recognized when they are incurred.  Unbilled Water and Sewer Fund utility service receivables are 
recorded at year-end. 

 
 All Proprietary Funds and the Pension Trust Funds are accounted for on a cost of services or 

"economic resources" measurement focus.  This means that all assets and all liabilities (whether 
current or noncurrent) associated with their activity are included on their statements of net assets.  
Proprietary fund type operating statements present increases (revenues) and decreases (expenses) 
in net total assets. 

 
 The City applies all GASB pronouncements as well as the Financial Accounting Standards Board 

pronouncements issued on or before November 30, 1989, unless those pronouncements conflict 
with or contradict GASB pronouncements.  Governments also have the option of following 
subsequent private–sector guidance for their business-type activities and enterprise funds, subject 
to this same limitation.  The City has elected not to follow subsequent private sector guidance. 
 
Budget Information 

 
 The City is legally subject to the budgetary control requirements of the State of Michigan P.A. 

621 of 1978 (the Uniform Budgeting Act).  The following is a summary of the requirements of 
this Act according to the State Treasurer's "Bulletin for Audits of Local Units of Government in 
Michigan" dated April 1984: 

 
1. Budgets must be adopted for the General Fund and Special Revenue Funds. 
 
2. The budgets must be balanced. 
 
3. The budgets must be amended when necessary. 
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4. Public hearings must be held before budget adoptions. 
 
5. Expenditures cannot exceed budget appropriations. 
 
6. Expenditures must be authorized by a budget before being incurred. 

 
 The City adopts its budget by function, which is in accordance with the State's legal requirement 

and is the level of classification detail at which expenditures may not legally exceed 
appropriations. 

 
 The City follows these procedures in establishing the budgetary data reflected in the financial 

statements. 
 

1. On or before the third Monday in April, the City Manager submits to the City Council a 
proposed budget for the fiscal year commencing the following July 1st.  The operating 
budget includes proposed expenditures and the means of financing them. 

 
2. A public hearing on the budget is held before its final adoption. 
 
3. As provided for by the City Charter, on or before the third Monday in May, the budget is 

legally adopted and by resolution designates the sum to be raised by taxation. 
 

4. The City Manager is authorized to transfer budgeted amounts within budgetary functions; 
however, any revisions that alter the total expenditure of any budgetary function must be 
approved by the City Council. 

 
 Budget amounts of the revenues and expenditures presented for the Governmental Funds are a 

summarization of the budgeted amounts as originally adopted or as amended by the City Council. 
 Individual amendments were not material in relation to the original appropriations that were 
adopted, for the General and Special Revenue Funds.  Budget appropriations lapse at year end.  
During the current year, the budget was amended in a legally permissible manner.  Budgets have 
been prepared on a basis consistent with generally accepted accounting principles (GAAP). 
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 Encumbrance Accounting 
 
 Encumbrances represent commitments related to unperformed contracts for goods or services.  

Encumbrance accounting, under which purchase orders, contracts and other commitments for the 
expenditure of resources are recorded to reserve that portion of the applicable appropriation is 
utilized in the Capital Projects Fund.  Encumbrances outstanding at year end are reported as 
reservations of fund balances since they do not constitute expenditures or liabilities. 

 
 Cash and Investments 
 
 Cash and cash equivalents include amounts in demand deposits as well as short-term investments 

with a maturity date within three months of the date acquired by the City. 
 
 The City is authorized by Michigan Public Act 20 of 1943 (as amended) to invest surplus monies 

(of nonpension funds) in U.S. bonds and notes, domestic certificates of deposit, certain 
commercial paper, U.S. government repurchase agreements, bankers acceptances, mutual funds 
and investment pools that are composed of authorized investment vehicles. 

 
 The Pension Trust Funds are authorized by Michigan Public Act 485 of 1996 and 149 of 1999 to 

invest in certain reverse repurchase agreements, real estate leased to public agencies, stocks, 
diversified investment companies, annuity investment contracts, mortgages, certain state and local 
government obligations, and certain other specified investment vehicles. 

 
 Investments are stated at fair value. 
 
 Inventory 
 
 Inventory is stated at cost determined on a first-in, first-out basis which approximates market 

value.  Inventories in the Governmental Funds are recorded as an expenditure when the inventory 
item is consumed.  Inventories are equally offset by a fund balance reserve which indicates that 
such amounts do not constitute "available spendable resources". 

 
 Prepaid Items 
 
 Payments made to vendors for services that will benefit periods beyond June 30, 2006, are 

recorded as prepaid items. 
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 Capital Assets 
 

 Capital assets, which include property, buildings, equipment and infrastructure assets (e.g., roads, 
bridges, sidewalks and similar items), are reported in the applicable governmental or business-
type activities column in the government-wide financial statements.  Capital assets are defined by 
the government as assets with an initial individual cost of more than $5,000 and an estimated 
useful life in excess of one year. Such assets are recorded at historical cost or estimated historical 
cost if purchased or constructed.  Donated capital assets are recorded at estimated fair market 
value at the date of donation. 
 

 Infrastructure acquired prior to fiscal years ended after June 30, 1980 is not reported in Capital 
Assets. 
 
Capital assets are depreciated using the straight-line method over the following useful lives: 
 

    Estimated 
   Assets Classification   Useful Life  
 

  Buildings  50 years 
  Water and sewer transmission and 
   distribution system  50 years 
  Service connections  20 years 
  Infrastructure  20 - 25 years 
  Land improvements  10 years 
  Building improvements  20 years 
  Golf course equipment  3 - 10 years 
  Furniture and fixtures  3 - 10 years 
  Vehicles and miscellaneous equipment  2 - 20 years 
 
 Accrued Vacation and Other Compensated Absences 
 
 The City maintains an Internal Service Fund to account for the accumulation of resources for, and 

the payment of, vacation, compensatory time, holiday and sick pay.  Earned but unpaid vacation 
pay is fully accrued in the Compensated Absences Fund, as it is due during the fiscal year 
subsequent to the statement of net assets date. 

 
 The City charges departments incurring payroll costs for vacation pay benefits as they are earned 

on a percent of payroll basis and transfers related proceeds into the Compensated Absences Fund 
to pay for eventual benefits to employees.  Accumulated unpaid vacation pay due to the 
employees of the City at June 30, 2006, was $2,427,774. 
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 All other compensated absences which are currently due are also accrued in the Compensated 
Absences Fund since it has been earned by the employee as of the statement of net assets date. 

 
 The Compensated Absences Fund also includes compensatory holiday and sick pay. 
 
 Long-Term Obligations 
 
 In the government-wide financial statements and the proprietary fund types in the fund financial 

statements, long-term debt and other long-term obligations are reported as liabilities in the 
applicable governmental activities, business-type activities or proprietary fund-type statement of 
net assets.  Bond premiums and discounts, as well as issuance costs, are deferred and amortized 
over the life of the bonds using the effective interest method.  Bonds payable are reported net of 
the applicable bond premium or discount. Bond issuance costs are reported as deferred charges 
and amortized over the term of the related debt. 

 
 In the fund financial statements, governmental fund types recognize bond premiums and 

discounts, as well as bond issuance costs during the current period.  The face amount of debt 
issued is reported as other financing sources.  Premiums received on debt issuances are reported 
as other financing sources while discounts and issuance costs are reported as debt service 
expenditures. 

 
 Fund Balance/Equity 
 
 Reservations of fund balance indicate that a portion of the fund balance is not appropriable for 

expenditures or is legally restricted for specific future use.  Designations of fund balance indicate 
plans for future financial resources utilization. 

 
 
Note 2 - Stewardship, Compliance and Accountability 
 
 State Construction Code Act 
 

The City oversees building construction, in accordance with the State Construction Code Act, 
including inspection of building construction and renovation to ensure compliance with the 
building codes.  The City charges fees for these services.  The law requires that collection of these 
fees be used only for construction code costs, including an allocation of estimated overhead costs. 
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A summary of the current year activity and the cumulative shortfall generated since July 1, 2001 
is as follows: 

 
 Shortfall at July 1, 2005   $ (2,145,412) 

 Current year building permit revenue $ 1,583,486 

 Related expenses: 

  Direct costs  2,001,227 

  Estimated indirect costs  160,098 

   Total construction code expenses  2,161,325 

 Net shortfall for the year ended June 30, 2006    (577,839) 

 Cumulative shortfall at June 30, 2006   $  (2,723,251) 
 
 
Note 3 - Deposits and Investments 
 
 Statutory Authority 
 
 State statutes authorize the City to make limited investments authorized by Michigan Compiled 

Laws Section 129.91 (Public Act 20 of 1943, as amended), and may invest in the following: 
 

a. Bonds, securities, other obligations and repurchase agreements of the United States, or 
an agency or instrumentality of the United States. Repurchase agreements consisting of 
these same instruments. 

 
b. Certificates of deposit, savings accounts, deposit accounts or depository receipts of a 

qualified financial institution.  
 

c. Commercial paper rated at the time of purchase within the two highest classifications 
established by not less than two standard rating services and that matures not more 
than 270 days after the date of purchase. Not more than fifty percent of any fund may 
be invested in commercial paper at any time. 

 
d. Bankers acceptances of United States banks. 

 
e. Obligations of the State of Michigan or any of its political subdivisions that, at the time 

of purchase are rated as investment grade by at least one standard rating service. 
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f. Mutual funds registered under the Investment Company Act of 1940 with the authority 
to purchase only investment vehicles that are legal for direct investment by a public 
corporation. 

 
g. External investment pools as authorized by Public Act 20 as amended throug12/31/97. 

 
The investment policy adopted by the City Council in accordance with Public Act 20 of 1943, as 
amended authorizes investments in all of the above investments with the following provision:  
Authorized Depositories shall be designated by the City of Troy City Council. 
 
The City of Troy’s cash and cash equivalents are considered to be cash on hand, demand deposits, 
and short-term investments with original maturities of three months or less from the date of 
acquisition.  All investments are recorded at fair value. 

 
The Pension Trust Funds are also authorized to invest in Stocks, Annuity Investment Contracts, 
Mutual Funds, Commercial Paper, Corporate Bonds, Instrumentalities of the United States, Real 
Estate (limited to five percent of the trust funds assets), certain state and local government 
obligations, and certain other specified investment vehicles. 

 
Investment and deposit risk 

 
Interest Rate Risk.  Interest rate risk is the risk that the value of investments will decrease as a result 
of a rise in interest rates. State law limits the allowable investments and the maturities of some of the 
allowable investments.  The City of Troy’s investment policy does not have specific limits in excess 
of state law on investment maturities as a means of managing its exposure to fair value losses arising 
from increasing interest rates.  
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At year end, the average maturities of debt security Investments are as follows: 
 
Investment         Fair Value  Ave Maturity 
Government-wide 
 

 US Government or agency bond/note  $12,177,857  270 days 
 Pooled Investments  22,616,021  120 days 

 
Employees’ Retirement System 

 Corporate Bonds  35,729,176  3.10 years 
 US Government or agency bond/note  8,520,277  5 years 

 
Discretionary Fire Incentive Reserve 

 US Government or agency bond/note  4,805,850  5 years 
 Other  7,446  120 days 

 
Retiree Health Care Trust Fund 

 Other  479,819  120 days 
 
Credit Risk.  State law limits investments to specific government securities, certificates of deposits 
and bank accounts with qualified financial institutions, commercial paper with specific maximum 
maturities and ratings when purchased, bankers acceptances of specific financial institutions, qualified 
mutual funds and qualified external investment pools.  The City of Troy investment policy does not 
have specific limits in excess of state law on investment credit risk. As of year end, the credit quality 
ratings of debt securities (other than the U.S. Government) are as follows: 
 
Investment   FairValue   Rating  Organization 
 

General Employees’ Retirement System  
Corporate Bonds $ 2,378,281 AAA  S&P 
Corporate Bonds 10,742,361 AA to AA- S&P 
Corporate Bonds 15,035,130 A to A- S&P 
Corporate Bonds 1,823,287 BBB to BBB- S&P 
Corporate Bonds 2,612,466 BB to BB- S&P 
Corporate Bonds 2,872,592 B to B- S&P 
Corporate Bonds  265,059 Not Rated 
 Total $35,729,176 
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Custodial Credit Risk – Deposits.  Custodial credit risk is the risk that in the event of a bank failure, 
the City of Troy deposits may not be returned.  State law does not require and the City’s investment 
policy does not directly address a deposit policy for custodial credit risk. At year end, $73,352,900 of 
the City of Troy’s bank deposits (certifications of deposit, checking, and cash) was exposed to 
custodial credit risk because they were uninsured and uncollateralized. The City believes that due to 
the dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical to insure all 
deposits. As a result, the City evaluates each financial institution with which it deposits funds and 
assesses the level of risk of each institution: only those institutions with an acceptable estimated risk 
level are used as depositories.   
 
Custodial Credit Risk – Investments.  For an investment, custodial credit risk is the risk that, in the 
event of the failure of the counterparty, the City of Troy will not be able to recover the value of its 
investments or collateral securities that are in the possession of an outside party. State law does not 
require and the City of Troy does not have a policy for investment custodial credit risk. At year end 
none of the City’s investments were subject to custodial credit risk due to one of the following: 
 

· Investments were part of an insured pool 
· Investments were book-entry only in the name of the City and were fully insured 
· Investments were part of a mutual fund 
· Investments were held by an agent in the City’s name 

 
Concentration of Credit Risk.  In compliance with State law, the City’s investment policy limits 
investments to the top two ratings issued by nationally recognized statistical rating organizations. 
Through its investment policy, the City places a 5 percent limit on the amount the City may invest in 
any one issuer. 
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Note 4 - Receivables 
 

 Receivables, which includes amounts due from other governments at June 30, 2006, are 
summarized as follows: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Governments Other
Major Governmental Funds

General Fund
Due from Oakland County 39,472$           -$                      
Due from State of Michigan 2,384,096        -                        
Invoices and advances -                       1,056,202         

2,423,568        1,056,202         
Capital Projects Fund

Billed Accounts Receivable -                       460,979            
Total Major Governmental Funds 2,423,568        1,517,181         

Nonmajor Governmental Funds
Community Development Block Grant Fund

Due from Federal Government 78,918             -                        
Major Streets Fund

Due from State of Michigan 599,183           -                        
Local Streets Fund

Due from State of Michigan 236,024           -                        
Total Nonmajor Governmental Funds 914,125           -                        

Total Governmental Funds 3,337,693$     1,517,181$       
Major Business-Type Activities

Water Fund
Billed accounts receivable -$                     1,711,108$       
Unbilled accounts receivable -                       3,284,826         

-                       4,995,934         
Sanitary Sewer Fund

Billed accounts receivable -                       94,918              
Unbilled accounts receivable -                       2,414,296         

-                       2,509,214         
Sanctuary Lake Golf Course Fund

Billed accounts receivable -                       23,541              
Total Major Business-Type Activities Funds -$                    7,528,689$       

Nonmajor Business-Type Activities
Acquatic Center Fund

Billed accounts receivable -$                     6,238$              
Sylvan Glen Golf Course Fund

Billed accounts receivable -                       9,334                
Total Nonmajor Business-Type Activities -                       15,572              

Total Business-Type Activities -                       7,544,261         
Governmental Activities - Internal Service Fund

Motor Equipment Fund
Billed accounts Receivable -$                     75$                   

Total 3,337,693$     9,061,517$       
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Note 5 - Capital Assets 
 
 Capital Assets Activity of the primary government's Governmental and Business-Type Activities 

was as follows: 
Balance Balance 

July 1, 2005 Additions Deletions June 30, 2006
Governmental Activities

Capital assets, not being depreciated:
Land 28,851,896$     2,470,414$     514,449$      30,807,861$     
Museum artifacts 2,082,845        -                2,082,845        
Construction – in- Progress 3,213,120        2,471,470      232,529        5,452,061        

Total capital assets, not being depreciated 34,147,861$     4,941,884$     746,978$      38,342,767$     

Capital assets, being depreciated:
Infrastructure - major/county/local roads 129,838,699$   5,520,343$     -$              135,359,042$   
Infrastructure - local donated roads 31,566,626      1,200,000      -                32,766,626      
Infrastructure - sidewalks 28,299,185      336,344         -                28,635,529      
Infrastructure – drains 926,972           -                -                926,972           
Land improvements 5,584,327        130,719         -                5,715,046        
Buildings and improvements 76,670,248      416,943         -                77,087,191      
Miscellaneous equipment 3,218,701        298,341         71,155          3,445,887        
Computer equipment 402,447           231,201         76,111          557,537           
Office furniture 1,151,623        15,809           17,119          1,150,313        
Office equipment 179,295           71,250           10,986          239,559           
Computer software 90,390             306,006         -                396,396           
Vehicles 16,677,740      1,889,702      1,124,340     17,443,102      
Library books/Audio Visual 5,959,895        740,014         404,774        6,295,135        

Total at historical cost 300,566,148$   11,156,672$   1,704,485$   310,018,335$   

Less Accumulated Depreciation for:
Infrastructure - major/county/local roads 47,297,888$     5,244,443$     -$                  52,542,331$     
Infrastructure - local donated roads 17,104,528      1,285,172      -                18,389,700      
Infrastructure - sidewalks 20,712,142      1,235,131      -                21,947,273      
Infrastructure – drains 18,539             18,539           -                37,078             
Land improvements 4,418,114        250,727         -                4,668,841        
Buildings and improvements 27,315,943      2,936,783      -                30,252,726      
Miscellaneous equipment 2,771,712        246,609         71,155          2,947,166        
Computer equipment 374,917           17,295           76,111          316,101           
Office furniture 909,917           129,943         17,119          1,022,741        
Office equipment 159,171           55,683           10,986          203,868           
Computer software 49,646             75,264           -                124,910           
Vehicles 11,976,025      1,274,786      1,104,839     12,145,972      
Library books/Audio Visual 4,640,467        620,099         404,774        4,855,792        

Total accumulated depreciation 137,749,009$   13,390,474$   1,684,984$   149,454,499$   

Total capital assets, being depreciated, net 162,817,139$   (2,233,802)$   19,501$        160,563,836$   

Total Governmental Activities Capital Assets, net 196,965,000$   2,708,082$     766,479$      198,906,603$   



CITY OF TROY, MICHIGAN 
 

NOTES TO FINANCIAL STATEMENTS 
JUNE 30, 2006 

 
 
 

- 44 - 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Balance Balance 
July 1, 2005 Additions Deletions June 30, 2006

Business-Type Activities
Capital assets, not being depreciated:

Land 6,738,504$        -$                     -$                   6,738,504$       
Construction-in-progress 4,721,587         3,130,950        -                     7,852,537        

     Total capital assets, not being depreciated 11,460,091$      3,130,950$       -$                   14,591,041$     

Capital assets, being depreciated:
Water and sewer transmission and distribution system 137,765,953$    635,786$          -$                   138,401,739$   
Service connections 750,121            -                      -                     750,121           
Land improvements 8,326,392         -                      -                     8,326,392        
Buildings and improvements 7,172,107         -                      -                     7,172,107        
Miscellaneous equipment 2,296,771         88,445             -                     2,385,216        
Motor vehicles 417,414            -                      -                     417,414           
Furniture, fixtures and other 261,330            -                      -                     261,330           

     Total capital assets, being depreciated 156,990,088$    724,231$          -$                   157,714,319$   

Less accumulated depreciation for:
Water and sewer transmission and distribution system 48,217,337$      2,756,377$       -$                   50,973,714$     
Service connections 750,121            -                      -                     750,121           
Land improvements 917,556            215,372           -                     1,132,928        
Buildings and improvements 2,557,121         274,415           -                     2,831,536        
Miscellaneous equipment 1,487,449         180,213           -                     1,667,662        
Motor vehicles 216,806            50,344             -                     267,150           
Furniture, fixtures and other 258,064            2,447               -                     260,511           

    Total accumulated depreciation 54,404,454$      3,479,168$       -$                   57,883,622$     

    Total capital assets, being depreciated, net 102,585,634$    (2,754,937)$     -$                   99,830,697$     
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Depreciation expense was charged to functions/programs of the primary government as follows: 

 
 
Note 6 - Interfund Receivables, Payables and Transfers 
 
 The amounts of interfund receivables, payables and transfers are as follows as of June 30, 2006: 
 
  Due to 
 Due From Other 
 Other Funds   Funds  
 
 General Fund $ 362,939 $ - 
 
 Special Revenue Funds 
  Community Development Block Grant Fund  -  78,918 
 
 Internal Service Funds 
  Information Technology  -  903 
 
 Enterprise Funds  
  Aquatic Center Fund  -  283,118 
  Sanctuary Lake Golf Course Fund  -  1,139,845 
  Sylvan Glen Golf Course Fund  1,139,845  - 
 
   $ 1,502,784 $ 1,502,784 

General government 4,069,860$      
Public safety 449,931           
Public works 7,858,816        
Community and economic development 43,495             
Recreation and culture 968,372           

Total depreciation expense - governmental activities 13,390,474$    

Water 1,743,448$      
Sewer 1,078,173        
Aquatic Center 155,460           
Sylvan Glen Golf Course 153,876           
Sanctuary Lake Golf Course 348,211           

Total depreciation expense - business-type activities 3,479,168$      

Governmental activities:

Business-type activities:
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Interfund balances represent routine and temporary cash flow assistance from mainly the General 
Fund until amounts are transferred from Fund Investment Accounts.  The Sylvan Glen Golf 
Course Fund is providing funds for the Sanctuary Lake Golf Course Fund until its operations 
provide enough funding to cover expenses. 
 

 Interfund transfers reported in the fund statements are as follows as of June 30, 2006: 
 
  Fund Transferred From   Fund Transferred To   Amount  
 
 General Fund Nonmajor Governmental Funds $ 100,000 
 
 Nonmajor Governmental Funds General Fund  3,507,425 
  Nonmajor Governmental Funds  2,900,002 
  Capital Projects Fund  1,917,330 
 
    8,324,757 
 
 Capital Projects Fund General Fund  2,333,000 
  Capital Projects Fund  1,251,093 
 
    3,584,093 
 
 Sewer Fund General Fund  758,500 
 
  Total   $ 12,767,350 
 
Nonmajor Governmental Funds 
 
Major Streets Fund transfer to General Fund for routine road maintenance in the amount of 
$1,858,450.  Major Streets Fund transfer to Capital Projects Fund of $1,917,330 representing 
funding of road improvements.  Local Streets Fund transfer to General Fund for routine road 
maintenance in the amount of $1,607,670.  General Debt Service Fund transfer to Proposal A, B 
and C Debt Service Funds in the amount of $2,817,332 for principle and interest payments on 
outstanding debt.   
 
Capital Projects Fund 
 
Transfer to General Fund for repayment of previous transfers.   
 
Sewer Fund 
 
Transfer to General Fund for storm sewer operating expenditures. 
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Note 7 - Operating Leases 
 
 The City leases copy machines and telephones which are being treated as operating leases.  The 

leases have various terms of three to four years and the future minimum lease payments remaining 
on these leases are as follows: 

 
 Year Ending June 30 
 

 2007 $ 155,589 
 2008  155,589 
 2009  149,216 

 
 Lease costs for the year ended June 30, 2006, are $91,063. 
 
 
Note 8 - Long-Term Debt 
 
 The following is a summary of long-term debt transactions of the City for the year ended June 30, 

2006: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

C om pon e n t
Un i ts

Down town
De ve lopm e n t

S torm Total Au th ori ty
S pe cial Drain s  an d S tre e t In te rn al  Lon g-Te rm

Asse ssm e n t O th e r Bon ds En te rprise S e rvice De bt C on stru ction

Long T erm debt
P ayable at  July
1, 2005 100,000$ 39,136,041$ 1,725,000$ 12,000,000$ 5,276,404$ 58,237,445$ 32,865,000$ 

Addit ion of new
debt -              140,249        -                  -                    4,412,834   4,553,083     -                   

Long T erm debt
ret ired (50,000)   (1,534,982)    (175,000)     (200,000)       (4,404,825) (6,364,807)   (1,570,000)   

T otal long-t erm
debt  payable at
June 30, 2006 50,000$   37,741,308$ 1,550,000$ 11,800,000$ 5,284,413$ 56,425,721$ 31,295,000$ 

S e rvice d 
by Proprie tary

Fu n d Type sS e rvice d by Gove rn m e n tal  Fu n d Type s
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 Governmental Activities 
 

           Due 
  Balance   Additions   Balance   Within 
  July 1, 2005  (Deductions)  June 30, 2006  One Year 
 

Street, Roads and Streetscape Improvement 
General Obligation Bonds dated 8/1/00; 
original issuance amount $4,150,000; 
bearing interest at 4.75% to 6.0%; principal 
due in annual installments of $50,000 to 
$400,000 through October 1, 2020 $ 3,850,000 $ (100,000) $ 3,750,000 $ 100,000 
 
Street, Roads and Streetscape Improvement 
General Obligation Bonds dated 11/1/01; 
original issuance amount $6,850,000; 
bearing interest at 3.25% to 4.70%; principal 
due in annual installments of $150,000 to 
$600,000 through October 1, 2020  6,325,000  (225,000)  6,100,000  250,000 
 
Public Safety Facilities and City Hall 
General Obligation Bonds dated 8/1/00; 
original issuance amount $2,330,000; 
bearing interest at 4.625% to 4.75%; 
principal due in annual installments of 
$80,000 to $500,000 through October 1, 
2010  1,900,000  (150,000)  1,750,000  250,000 
 
Public Safety Facilities and City Hall 
General Obligation Bonds dated 11/1/01; 
original issuance amount $1,170,000; 
bearing interest at 3.75% to 4.75%; principal 
due in annual installments of $15,000 to 
$110,000 through October 1, 2020  1,110,000  (25,000)  1,085,000  25,000 
 
George W. Kuhn Drain District Drain 
Bonds, Series 2001D 12/20/01; original 
issuance amount $81,089; bearing interest at 
2.50%; principal due in annual installments 
of $3,198 to $5,116 through  
April 1, 2025  -  81,089  -  - 
  -  (3,198)  77,891  3,198 
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 Governmental Activities - Continued 
 

           Due 
  Balance   Additions   Balance   Within 
  July 1, 2005  (Deductions)  June 30, 2006  One Year 

 
Community Center and Recreational 
Facilities General Obligation Bonds dated 
11/1/01; original issuance amount 
$9,470,000; bearing interest at 3.00% to 
4.625%; principal due in annual installments 
of $200,000 to $700,000 through October 1, 
2020 $ 8,720,000 $ (350,000) $ 8,370,000 $ 400,000 
 
North Arm Relief Drain Revenue Bonds 
dated 1998; original issuance amount 
$926,972; bearing interest at 2.25%; 
principal due in annual installments of 
$38,408 to $54,933 through October 1, 2020  763,986  (40,078)  723,908  41,080 
 
George W. Kuhn Drain District Drain 
Bonds, Series 2001C dated 10/1/01; original 
issuance amount $2,102,682; bearing 
interest at 2.50%; principal due in annual 
installments of $82,368 to $131,609 through 
April 1, 2024  2,020,314  (84,414)  1,935,900  86,461 
 
Michigan Transportation Fund Bonds 
serviced by the Downtown Development 
Authority Fund, dated 2/1/2000; original 
issuance amount $5,600,000; bearing 
interest at 4.75% to 5.45%; principal due in 
annual installments of $125,000 to 
$1,300,000 through May 1, 2013  1,725,000  (175,000)  1,550,000  175,000 
 
Public Safety Facilities and City Hall 
General Obligation Bonds, dated 2/1/03; 
original issuance amount $14,500,000; 
bearing interest at 2.50% to 4.50%; principal 
due in annual installments of $500,000 to 
$1,100,000 through April 1, 2020  13,500,000  (500,000)  13,000,000  500,000 
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 Governmental Activities - Continued 
           Due 
  Balance   Additions   Balance   Within 
  July 1, 2005  (Deductions)  June 30, 2006  One Year 

 
1986 Special Assessment Bonds, date of 
issue 8/1/86; original issuance amount 
$930,000; bearing interest at 6.75% 
to,6.85%; principal due in annual 
installments of $25,000 to $50,000 through 
August 1, 2006 $ 100,000 $ (50,000) $ 50,000 $ 50,000 
 
George W. Kuhn Drain District Drain 
Bonds, Series 2000A dated 10/1/00; original 
issuance amount $457,372; bearing interest 
at 2.50%; principal due in annual 
installments of $17,906 to $28,650 through 
April 1, 2022  402,375  (19,313)  383,062  19,825 
 
George W. Kuhn Drain District Drain 
Bonds, Series 2000B dated 10/1/00; original 
issuance amount $168,061; bearing interest 
at 4.75% to 5.375%; principal due in annual 
installments of $5,116 to $12,658 through 
April 1, 2022  152,073  (5,756)  146,317  6,395 
 
George W. Kuhn Drain District Drain 
Bonds, Series 2001E dated 1/1/02; original 
issuance amount $252,476; bearing interest 
at 4.00% to 5.25%; principal due in annual 
installments of $8,953 to $18,415 through 
April 1, 2024  243,523  (8,953)  234,570  8,953 
 
Total Long-Term Debt $40,812,271 $ (1,655,623) $39,156,648 $1,915,912 
 
Other Long-Term Obligations 
Compensated Absences $ 5,276,404 $ 4,412,834 $ - $ - 
  -  (4,404,825)  5,284,413  3,004,789 
 
Incurred but not reported insurance claims  -  59,160  -  - 
  148,770  (23,270)  184,660  10,844 
 
Total Governmental Activities $46,237,445 $ (1,611,724) $44,625,721 $4,931,545 

 
- Compensated absences are liquidated through the Internal Service Fund and incurred, but not reported 

insurance claims are generally liquidated through the General Fund. 
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 Business-Type Activities- Continued 
 

           Due 
  Balance   Additions   Balance   Within 
  July 1, 2005  (Deductions)  June 30, 2006  One Year 

Municipal Building Authority Golf Course 
Bonds serviced by the Golf Course Fund, 
dated 7/1/02; original issuance amount 
$12,000,000; bearing interest at 3.25% to 
5.00%; principal due in annual installments 
of $200,000 to $900,000 through 
December 1, 2027 $12,000,000 $ (200,000) $11,800,000 $ 200,000 
 
Total Business-Type Activities $12,000,000 $ (200,000) $11,800,000 $ 200,000 
 
Total $58,237,445 $ (1,811,724) $56,425,721 $5,131,545 
 

 Component Units 
 
Note payable to developer, payments based 
on Brownfield tax increment revenues plus 
interest at 6% $ 701,704 $ (701,704) $ - $ - 
 
Downtown Development Authority 
Development Bonds, dated 7/19/01; original 
issuance amount $14,255,000; bearing 
interest at 4.00% to 5.50%; principal due in 
annual installments of $545,000 to 
$1,165,000 through November 1, 2018  11,950,000  (615,000)  11,335,000  640,000 
 
2002 Downtown Development Authority 
Community Center Facilities Bonds serviced 
by the Downtown Development Authority 
Fund, dated 9/1/02; original issuance amount 
$9,700,000; bearing interest at 2.05% to 
5.00%; principal due in annual installments 
of $400,000 to $850,000 through May 1, 
2018  8,875,000  (425,000)  8,450,000  500,000 
 
2003 Downtown Development Authority 
Community Center Facilities Junior Lien 
Bonds serviced by the Downtown 
Development Authority Fund, dated 6/1/03; 
original issuance amount $4,025,000; 
bearing interest at 2.50% to 4.25%; principal 
due in annual installments of $75,000 to 
$500,000 through November 1, 2018  3,950,000  (100,000)  3,850,000  100,000 
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 Component Units- Continued 
 

           Due 
  Balance   Additions   Balance   Within 
  July 1, 2005  (Deductions)  June 30, 2006  One Year 

Downtown Development Authority 
Refunding Bonds, dated 7/19/01; original 
issuance amount $9,745,000; bearing 
interest at 4.00% to 5.50%; principal due in 
annual installments of $380,000 to $800,000 
through November 1, 2018 $ 8,090,000 $ (430,000) $ 7,660,000 $ 410,000 
 
Total Downtown Development 
Authority $32,865,000 $ (1,570,000) $31,295,000 $1,650,000 
 
Total Component Units $33,566,704 $ (2,271,704) $31,295,000 $1,650,000 

 
It is the intent of the City that all payments relating to these obligations will be made from 
revenues generated from operations of the respective funds.  The City has pledged its full faith 
and credit for the debt if revenues are insufficient to meet the obligations, of all general obligation 
bonds. 
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The annual debt requirements to maturity for all long-term debts outstanding as of June 30, 2006, exclusive 
of earned but unpaid sick pay and insurance claims are as follows: 

  
                      Government Activities                           Business Type Activities                                      Component Units     

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

General
Obligation Street Bonds

Debt And
Year Serviced by Special Amount of Amount of Downtown Amount of

Ending Governmental Assessment Annual Proprietary Annual Development Annual 
June 30, Fund Types Bonds Interest Fund Types Interest Total Authority Interest Total

2007 1,690,912$       225,000$              1,579,523$       200,000$             547,870$        4,243,305$       1,650,000$            1,370,712$        3,020,712$         
2008 1,785,238         175,000                1,516,876         300,000               539,032          4,316,146         1,725,000              1,306,899          3,031,899           
2009 1,974,694         175,000                1,445,340         300,000               527,895          4,422,929         1,850,000              1,242,886          3,092,886           
2010 2,054,148         175,000                1,890,242         300,000               516,195          4,935,585         1,975,000              1,166,842          3,141,842           
2011 2,263,860         175,000                1,266,195         400,000               501,945          4,607,000         2,065,000              1,079,374          3,144,374           
2012 2,323,572         200,000                1,167,508         400,000               485,446          4,576,526         2,215,000              989,480             3,204,480           
2013 2,433,794         225,000                1,065,748         400,000               468,597          4,593,139         2,365,000              888,602             3,253,602           
2014 2,498,761         250,000                956,846            400,000               451,247          4,556,854         2,490,000              772,871             3,262,871           
2015 2,628,934         -                        838,793            450,000               431,248          4,348,975         2,650,000              648,953             3,298,953           
2016 2,744,335         -                        726,958            500,000               408,998          4,380,291         2,815,000              515,814             3,330,814           
2017 2,805,403         -                        608,932            500,000               386,748          4,301,083         3,005,000              376,638             3,381,638           
2018 2,746,010         -                        488,018            500,000               364,248          4,098,276         3,175,000              231,600             3,406,600           
2019 2,951,566         -                        361,869            600,000               339,123          4,252,558         3,315,000              78,450               3,393,450           
2020 3,007,890         -                        228,436            600,000               310,999          4,147,325         -                         -                     -                      
2021 3,147,703         -                        88,944              600,000               282,124          4,118,771         -                         -                     -                      
2022 188,521            -                        14,322              600,000               252,500          1,055,343         -                         -                     -                      
2023 151,178            -                        8,781                700,000               220,000          1,079,959         -                         -                     -                      
2024 155,013            -                        4,508                700,000               185,000          1,044,521         -                         -                     -                      
2025 5,116                -                        128                   800,000               147,500          952,744            -                         -                     -                      
2026 -                    -                        -                    800,000               107,500          907,500            -                         -                     -                      
2027 -                    -                        -                    850,000               66,250            916,250            -                         -                     -                      
2028 -                    -                        -                    900,000               22,500            922,500            -                         -                     -                      

Total 37,556,648$     1,600,000$           14,257,967$     11,800,000$        7,562,965$     72,777,580$     31,295,000$          10,669,121$      41,964,121$       
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 Special Assessment Bonds 
 
 In the event that special assessment collections are insufficient to meet debt service costs of such 

issues, the City has pledged its full faith and credit as additional security for payment of related 
principal and interest. 

 
 
Note 9 - Net Assets/Fund Balance Reserves and Designations 
 
 Fund balance has been reserved and designated as follows: 
 
  Reserve for Inventory and Prepaid Items 
 
  The General Fund has reserved fund balance for inventory and prepaid items in the amount of 

$618,143 representing the portion of the fund balance that is not available for other future 
expenditures. 

 
  Reserve for Debt Service 
 
  The fund balance of $4,776,501 in the City's General Debt Service Fund is considered 

reserved for debt service in accordance with City accounting policy. 
 
  Reserve For Project Commitments 
 
  Related amounts have been reserved as a result of contractual commitments, or due to the 

limited purpose for which a fund has been established, as follows: 
 
 Capital Projects Fund 
  Project Commitments $ 3,894,580 
 
 Restricted for Pension Benefits 
 
 The related amount restricted in the Fiduciary Fund reserve is largely comprised of equity 

recorded in the Pension Trust Fund.  In addition, equity is set aside to pay for sick pay and 
vacation pay in the Internal Service Funds. 

 
 Net Assets/Fund Balance 
 
 Net assets have been restricted for (a) debt service, based upon bond indenture agreements and the 

City's understanding that bond proceeds generated by these Funds are only to be spent on 
specified construction or the retirement of related debt, (b) replacements and extensions based 
upon bond indenture agreements or the limited purpose for which a fund was established, (c) 
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employee fringe benefits based upon the limited purpose for which funds have been established, 
and (d) outstanding purchase orders for motor equipment and supplies. 

 
 Unreserved Fund Balance 
 
 The following is a summary of the unreserved fund balances of the Governmental Funds with 

management's designations: 
 
   Funds   
        
      Capital     
   General   Projects      Nonmajor             Permanent  

 
 
Note 10 - Risk Management 
 
 The City has entered into a Public Entity Risk Pool with other Michigan units of government as an 

individual member for its general liability, property damage insurance including auto and public 
officials liability and contractors equipment.  The City’s maximum deductible for property 
coverage is $11,000 per occurrence.  The liability maximum self-insured retention is $500,000 per 
occurrence with an aggregate stop loss of $1,000,000 per policy year for both property and 
liability. 

 
 The City accounts for transactions related to these risks in accordance with GASB No. 10, 

“Accounting and Financial Reporting for Risk Financing and Related Insurance Issues”, which 
states that a liability for claims must be reported if information prior to the issuance of the 
financial statements indicates it is probable that a liability has been incurred at the date of the 
financial statements, and the amount of the loss that can be reasonably estimated. 

 

Designated For:
Improvement and maintenance 5,619,828$     -$                   -$                   170,518$        
Insurance claims 2,236,185       -                     -                     -                     
Snow and ice control -                     -                     700,000          -                     
Subsequent years budgets 6,367,250       6,277,420       307,570          -                     
Tax appeals 900,000          -                     -                     -                     

Total designated 15,123,263$   6,277,420$     1,007,570$     170,518$        

Undesignated 11,157,403$   12,296,271$   4,594,178$     -$                   

Total unreserved
fund balance 26,280,666$   18,573,691$   5,601,748$     170,518$        
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 No settlements have exceeded insurance coverage during the last three years.  The City has made 
no significant reductions in insurance coverage during the year.  The City has received no 
indication that any significant losses exist at June 30, 2006. 

 
 The City has also entered into a public entity risk pool with other Michigan units of government 

for its workers compensation insurance. 
 
 
Note 11 - Litigation and Contingent Liabilities 
 
 Litigation 
 
 The City is a defendant to various claims, legal actions and complaints arising in the ordinary 

course of business.  The City of Troy denies the allegations and plans a vigorous defense.  In the 
opinion of legal council, all such matters as indicated above are adequately covered by insurance, 
or if not so covered, are without merit or of such kind, or involve such amounts that an 
unfavorable disposition would not have a material effect on the financial position of the City. 

 
 Condemnations 
 
 The City of Troy has exercised its condemnation rights under Michigan law and has awarded the 

affected property owners a monetary settlement for their property.  Certain of these property 
owners have contested the settlement amount and have subsequently filed suit.  The amount of 
final settlements cannot be determined and have not been recorded in the financial statements. 

 
 Tax Appeals to the Michigan Tax Tribunal 
 
 The City has several outstanding property tax assessment appeals totaling approximately 

$20,690,165 (taxable values) to the Michigan Tax Tribunal.  If the City is not successful with a 
portion of these appeals, the City of Troy's share of the tax to be refunded would be the levied rate 
(approximately $10 per thousand of assessed value) plus interest.  The amount of refund (if any) 
cannot be determined as of June 30, 2006. 

 
 
Note 12 -  Property Taxes 
 
 Property taxes are recorded on the modified accrual basis of accounting and are levied, and 

become a lien on July 1st on the taxable valuation of the property located within its boundaries as 
of the preceding December 31st.  Taxable value is determined by the prior years taxable value plus 
5% or the Consumer Price Index which ever is less, starting with the 1994 state equalized value as 
the base taxable value.  Assessed values are equalized by the State, to closely approximate fifty 
percent of estimated current market value.  The final taxable value of real and personal property 
subject to property tax within the City for the fiscal 2005-2006 levy was $5,264,351,550.  The 
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City's operating tax rate was 6.50 mills for the same year with additional millages of .50, 1.62 and 
.83 levied to fund various types of debt service costs, capital outlay expenditures and refuse 
removal and disposal, respectively. 

 
 In addition to collecting their own taxes, the City also acts as collection agent for all overlapping 

governments and school districts within its boundaries, which includes seven school districts, two 
intermediate school districts, a community college, and Oakland County. 

 
 City taxes are received in one installment, collectible from July 1st to September 1st.  Any real 

property taxes not paid by March 1st, following the due date, are reimbursed by the County.  The 
County Treasurer takes over collection responsibility at that date, as well as delinquent personal 
property taxes. 

 
 The City is occasionally ordered by the Michigan Tax Tribunal to refund taxes already collected 

and recorded into revenue.  It is, therefore, the City's policy to compensate for doubtful accounts, 
as well as refunds of taxes already collected through use of an allowance for doubtful taxes 
receivable and as a designation of the general fund balance. 

 
 
Note 13 - Retirement System and Plan 
 
 Employee Retirement System  
 
 The City of Troy, Michigan, under the authorization of the City ordinance, maintains an employee 

retirement system covering all full-time employees.  The single-employer plan provides retirement 
benefits based on credited service time and average compensation with death and disability 
benefits, and under some circumstances, payments to dependents. Normal retirement age is 65 
with provisions for early and late retirement.  Participants under such plan are required to 
contribute a fixed percentage of their total compensation, with the City's contribution being an 
amount sufficient to cover current service costs and prior service costs which are being funded 
and charged to operations over ten years for pension benefits and fifteen years for healthcare 
benefits. The percent of wages required to be contributed by all employees participating in the 
primary plan was 1.0 to 4.0 percent as of June 30, 2006.  The City’s total payroll for the year 
ended June 30, 
 
2006, was $35,402,157.  Included in this total was $12,424,140 and $18,785,926 of covered 
payroll for the employee retirement system and the employee defined contribution plan, 
respectively.  $4,192,091 represents payroll which was not covered by the retirement system or 
the defined contribution plan.  The plan is closed to new participants.  Current membership in the 
system is as follows: 
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Group December 31, 2005 
 
Retirees and beneficiaries currently receiving benefits  205 
Vested terminated employees  17 
Active employees: 
 Fully vested  140 
 Nonvested  34 

 
 The employee retirement system financial statements are prepared using the accrual basis of 

accounting.  Plan member contributions are recognized in the period in which the contributions 
are due.  Employer contributions to each plan are recognized when due and the employer has 
made a formal commitment to provide the contributions.  Benefits and refunds are recognized 
when due and payable in accordance with the terms of each plan. 

 
 The City's funding policy provides for periodic employer contributions at actuarially determined 

rates that, expressed as percentages of annual covered payroll, are designed to accumulate 
sufficient assets to pay benefits when due.  The normal cost and amortization payment for the year 
ended June 30, 2006 were determined using an individual entry-age actuarial funding method.  
Unfunded actuarial liabilities were amortized as a level percent of payroll on an open basis over a 
period of ten years for pensions and fifteen years for post-retirement healthcare. 

 
 For the year ended June 30, 2006, contributions totaling $517,570 ($212,555 employer and 

$305,015 employee) were made in accordance with contribution requirements determined by an 
actuarial valuation of the plan as of December 31, 2004, which was net of the amortization of 
assets in excess of unfunded actuarial accrued liability.  Employer and employee contributions 
were based on 1.7 percent and 2.5 percent, respectively, of covered payroll. 

 
 Significant actuarial assumptions used include (a) a 6.5 percent investment rate of return, (b) 

projected salary increases of 4 percent per year compounded annually, attributable to inflation, 
additional projected salary increases ranging from .2 to 4 percent per year, depending on age, 
attributable to seniority/merit and the assumption that benefits will not increase after retirement.  
The actuarial value of assets was determined using techniques that smooth the effects of short-
term volatility over a five year period. 

 
 Incentive Plan for Volunteer Firefighters 
 
 The City of Troy has a noncontributory discretionary incentive plan established by resolution of 

the City Council covering its volunteer firefighters.  The single-employer plan benefits are 
determined based on annual contribution amounts for each year of incentive service.  The normal 
cost and amortization payment for the year ended June 30, 2006 was determined using an 
individual entry age funding method.  At December 31, 2005, the benefit payment amount was 
$539 per year for incentive service.  Participants are eligible for payments at age 55 with ten or 
more years of volunteer service, age 50 with 25 years of service or 30 years of incentive service 
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regardless of age.  The City's contribution to the plan for the year ended June 30, 2006, was 
$815,000.  The volunteer firefighters are not paid any remuneration for their service.  Unfunded 
actuarial liabilities were amortized as a level dollar amount on a closed basis.  The amortization 
period is 25 years. 

 
Group December 31, 2005 
 
Retirees and beneficiaries currently receiving benefits  67 
Vested terminated employees  27 
Active employees: 
 Fully vested  79 
 Nonvested  85 

 
 Significant actuarial assumptions used include a 6.5 percent investment rate of return. The 

actuarial value of assets was determined using techniques that smooth the effects of short-term 
volatility over a four year period. 

 
 See the required supplementary information section of the financial statements for the summaries 

of Schedule of Funding Progress and Schedule of Employer Contributions. 
 
  Three-Year Trend Information 
  Employee Retirement System 
  ($ Amounts in Thousands) 

 
  Fiscal    Actuarial    Annual 
  Year    Valuation    Pension    Percentage    Net 
  Ended    Date    Cost    of APC    Pension 
  June 30,    December 31,    (APC)    Contributed    Obligation   
 
  2004    2002   $ 1,109   100.0%   None 
  2005    2003    117   100.0   None 
  2006    2004    213   100.0   None 
 
  Three-Year Trend Information 
  Incentive Plan for Volunteer Firefighters 
  ($ Amounts in Thousands) 

 
  Fiscal    Actuarial    Annual 
  Year    Valuation    Pension    Percentage    Net 
  Ended    Date    Cost    of APC    Pension 
  June 30,    December 31,    (APC)    Contributed    Obligation   
 
  2004    2002   $ 623   100.0%   None 
  2005    2003    796   100.0   None 
  2006    2004    815   100.0   None 
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The plans do not issue a separate financial report. 
 

 

Statement of Net Assets
Employees' Discretionary
Retirement Fire Incentive

System Reserve Fund

Cash and cash equivalents 5,934,263$      76,416$            
Interest receivable 452,289           10,015              
Investments

U.S. Government securities 8,520,277        4,805,850         
Corporate bonds 35,729,176      -                       
Corporate equities, preferred 2,095,000        -                       
Corporate equities, common 89,320,511      -                       
Mutual funds 23,115,617      -                       
Other investments -                       7,446                

Total assets 165,167,133    4,899,727         

Held in trust for pension benefits 126,292,617    4,899,727         
Held in trust for postemployment

healthcare benefits 38,874,516      -                       
Total net assets 165,167,133$  4,899,727$       

ASSETS

NET ASSETS
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Statement of Changes in Fund Net Assets
Employees' Discretionary
Retirement Fire Incentive

System Reserve Fund

Additions
Contributions

Employer contributions 212,555$             815,000$             
Employee contributions 305,015               -                           

Total contributions 517,570               815,000               

Investment income 
Interest 2,102,757            259,163               
Dividends 3,241,937            -                           
Net adjustment in fair value of investments 4,834,667            (166,267)              

Total investment earnings 10,179,361          92,896                 

Total additions 10,696,931          907,896               

Deductions
Benefits 6,711,921            1,553,696            
Refunds of contributions 57,875                 -                           
Administrative expenses 23,150                 6,200                   

Total deductions 6,792,946            1,559,896            

Net increase (decrease) in plan net assets 3,903,985            (652,000)              

Net assets held in trust, beginning of year for:
Pension benefits 124,073,323        5,551,727            
Postemployent healthcare benefits 37,189,825          -                           

Total net assets held in trust, beginning of year 161,263,148        5,551,727            

Net assets held in trust, end of year for:
Pension benefits 126,292,617        4,899,727            
Postemployment healthcare benefits 38,874,516          -                           

Total net assets held in trust, end of year 165,167,133$      4,899,727$          
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Note 14 - Defined Contribution Plan 
 
 The City maintains a defined contribution plan (DCP) administered by the International City 

Manager’s Association Retirement Corporation (ICMARC), which qualifies under the Internal 
Revenue Code Section 401(a).  Classified, Exempt and Fire Staff Officers in the City’s 
Employees Retirement System were given the option to transfer to the DCP by December 31, 
1997.  Employees who elected to transfer to the DCP had their individually actuarially 
determined earned retirement benefits in the Employees Retirement System determined as of the 
date of election to transfer to the DCP.  In 1998, the City afforded the option to AFSCME 
members of the Employees Retirement System to elect a transfer to the DCP, of which 41 
employees elected such transfer.  In 1999, the City afforded the option to MAP members of the 
Employees Retirement System to elect a transfer to the DCP, of which 29 employees elected such 
transfer.  In 2000, the City afforded the option to TCOA members of the Employees Retirement 
System to elect a transfer to the DCP, of which 20 employees elected such transfer.  In 2002, the 
City afforded the option to TPOA members of the Employees Retirement System to elect a 
transfer to the TCP of which 19 employees elected such transfer.  The DCP is also in effect for all 
new full-time employees.  Total membership in the DCP as of June 30, 2006 was 296. 

 
 The DCP maintains a schedule of vesting as follows:  participants who transferred from the 

Employees Retirement System are fully vested.  For new hires the following schedule applies: 
50% vested after 3 years, 75% vested after 4 years and 100% vested after 5 years. Employees 
contribute 3 to 5 percent of their salary, while the employer contributes 10 to 13 percent.  All 
employees are able to contribute up to 10 percent of their salary on a voluntary after-tax basis.  
All contributions are remitted to a third-party plan administrator. 

 
 The DCP was established by City Council resolution and any amendments to the plan would 

require City Council approval. 
 
 The City’s payroll for employees covered by the DCP for the year ended June 30, 2006, was 

$18,785,926, and the City’s total payroll was $35,402,157.  The required contributions, which 
matched those actually made, were $811,322 by employees and $2,184,924 by the City, 
representing 4.3 percent and 11.6 percent of covered payroll, respectively. 
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Note 15 -  Retiree Health Care Trust Fund 

 
 The City provides certain healthcare benefits for retired employees in accordance with the 

bargaining groups agreements and other requirements.  Substantially all of the City’s employees 
may become eligible for those benefits if they reach normal retirement age while working for the 
City.  The City’s contribution for healthcare benefits is accounted for in the Retiree Health Care 
Trust Fund.  The employers contribution of $1,800,883 was attributable to healthcare benefits.  
This contribution represented 5.8 percent of total covered payroll during the current year.  During 
the current year, healthcare benefits paid for 260 retirees totaled $1,456,993, which was paid out 
of the Employees Retirement System.  Future payments will be made by the Employees 
Retirement System until the reserves that have accumulated there are exhausted. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Cash and cash equivalents 1,344,363$    
Interest receivable 7,318             
Investments

Other investments 479,819         
Total assets 1,831,500      

Held in trust for postemployment
healthcare benefits 1,831,500      

Total net assets 1,831,500$    

ASSETS

NET ASSETS
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Statement of Changes in Fund Net Assets
Retiree

Health Care
Trust Fund

Additions
Contributions

Employer contributions 1,800,883$     
Total contributions 1,800,883       

Investment income 
Interest 30,617            

Total investment earnings 30,617            

Total additions 1,831,500       

Deductions
Benefits -                      

Total deductions -                      

Net increase (decrease) in plan net assets 1,831,500       

Net assets held in trust, beginning of year for:
Postemployent healthcare benefits -                      

Total net assets held in trust, beginning of year -                      

Net assets held in trust, end of year for:
Postemployment healthcare benefits 1,831,500       

Total net assets held in trust, end of year 1,831,500$     
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Note 16 - Deficit Net Assets 
 
The Sanctuary Lake Golf Course Fund has deficit net assets at June 30, 2006. 
 
The Sanctuary Lake Golf Course completed its second year of operations with operating revenues of 
$1,173,020 and operating expenses of $1,175,642 plus the addition of interest expense on outstanding 
debt of $554,888 resulting in a negative charge in net assets of $557,510, compared to $787,998 last 
fiscal year.  Several reasons are attributable for the deficit: 
 

• New Course 
• Weather Conditions 
• Economy 

 
With the addition of league play, outings and marketing efforts we hope to reduce and even eliminate 
the deficit in the next several years. 
 
The Downtown Development Authority (Component Unit) reflected a deficit net asset position of 
$19,289,971.  This deficit is attributable to recognizing this fund as a component unit and the 
corresponding outstanding long-term debt.  This deficit will be lowered each year when tax 
increments are collected and debt payments are made. 
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Note 17 - Restatement of Fund Balance / Net Assets 
 

  Non-Major 
  Governmental 
  Funds  
 
June 30, 2005 ending fund balance as originally stated $ 17,183,900 
 
Deduct from fund balance previously reported blended 

component units discretely presented for year ended 
June 30, 2006. 

 Prior year ending fund balance for 
 Downtown development authority operating fund  (6,532,383) 
 Local development financing authority operating fund  (14,193) 
 
June 30, 2006 beginning fund balances as restated $ 10,637,324 
 
Government wide financial statements 
  Governmental   Component 
   Activities   Units  
 
June 30, 2005 ending net assets as originally stated $ 205,467,998 $ (681,449) 
 
Deduct from net assets previously reported blended 

component units discretely presented for year ended 
June 30, 2006. 
Prior year ending fund balance for: 
 Downtown development authority operating fund  (6,532,383)  6,532,383 
 Downtown development authority debt service fund  (1,466,256)  1,466,256 
 Local development financing authority operating fund  (14,193)  14,193 
 
Prior year governmental wide adjustments for: 
 Add:  Downtown development authority long-term debt  33,104,105  (33,104,105) 
 Deduct:  Downtown development authority deferred 

revenue recognition adjustment  (526,306)  526,306 
 
Add to net assets adjusted cost basis for land capital assets  541,706  - 
 
June 30, 2006 beginning net assets as restated $ 230,574,671 $ (25,246,416) 
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON 

AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS 

 
 

September 29, 2006 
 
 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
We have audited the financial statements of the governmental activities, the business-type 
activities, the discretely presented component units, each major fund, and the aggregate 
remaining fund information of the City of Troy, Michigan (the “City”) as of and for the year 
ended June 30, 2006, which collectively comprise the City’s basic financial statements, and have 
issued our report thereon dated September 29, 2006. We conducted our audit in accordance with 
auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States. 
 
Internal Control Over Financial Reporting  
 
In planning and performing our audit, we considered the City’s internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our 
opinions on the financial statements and not to provide an opinion on the internal control over 
financial reporting. Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control over financial reporting that might be 
material weaknesses. A material weakness is a reportable condition in which the design or 
operation of one or more of the internal control components does not reduce to a relatively low 
level the risk that misstatements caused by error or fraud in amounts that would be material in 
relation to the financial statements being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions. We noted no 
matters involving the internal control over financial reporting and its operation that we consider 
to be material weaknesses. However, we noted other matters involving the internal control over 
financial reporting, which we have reported to management of the City of Troy, Michigan in a 
separate letter dated September 29, 2006. 
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Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the City’s financial statements are free 
of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an 
opinion on compliance with those provisions was not an objective of our audit and, accordingly, 
we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing 
Standards.  
 
This report is intended solely for the information and use of the City Council and management, 
others within the organization, and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH 
REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM 

AND INTERNAL CONTROL OVER COMPLIANCE 
IN ACCORDANCE WITH OMB CIRCULAR A-133 

 
 

September 29, 2006 
 

 
To the Honorable Mayor and City Council 
City of Troy, Michigan 
 
 
Compliance 
 
We have audited the compliance of City of Troy, Michigan  (the “City”) with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs 
for the year ended June 30, 2006. The City’s major federal programs are identified in the 
summary of auditors’ results section of the accompanying schedule of findings and questioned 
costs. Compliance with the requirements of laws, regulations, contracts and grants applicable to 
each of its major federal programs is the responsibility of the City of Troy, Michigan’ 
management.  Our responsibility is to express an opinion on the City’s compliance based on our 
audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. 
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred. An audit includes examining, on a test basis, evidence about the City’s compliance 
with those requirements and performing such other procedures as we considered necessary in the 
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit 
does not provide a legal determination on the City’s compliance with those requirements. 
 
In our opinion, the City complied, in all material respects, with the requirements referred to 
above that are applicable to each of its major federal programs for the year ended June 30, 2006.   
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Internal Control Over Compliance 
 
The management of the City is responsible for establishing and maintaining effective internal 
control over compliance with requirements of laws, regulations, contracts and grants applicable 
to federal programs. In planning and performing our audit, we considered the City’s internal 
control over compliance with requirements that could have a direct and material effect on a 
major federal program in order to determine our auditing procedures for the purpose of 
expressing our opinion on compliance and to test and report on internal control over compliance 
in accordance with OMB Circular A-133.  
 
Our consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be material weaknesses. A material weakness is a 
reportable condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that noncompliance with applicable 
requirements of laws, regulations, contracts and grants caused by error or fraud that would be 
material in relation to a major federal program being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions.  
We noted no matters involving the internal control over compliance and its operation that we 
consider to be material weaknesses. 
 
This report is intended solely for the information and use of the City Council, management, 
others in the organization, and federal awarding agencies and pass-through entities and is not 
intended to be and should not be used by anyone other than these specified parties. 
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CITY OF TROY, MICHIGAN 
 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONCLUDED) 
 

FOR THE YEAR ENDED JUNE 30, 2006 
   
 
 
 
SECTION II – FINANCIAL STATEMENT FINDINGS 
 
None 
 
SECTION III – FEDERAL AWARD FINDINGS AND QUESTIONED COSTS 
 
None 
 
SECTION IV – PRIOR YEAR FINDINGS 
 
None. 
 
 

* * * * * * 
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